prior to the time the Official Statement is delivered in final form. Under no circumstances shall this Preliminary Official Statement constitute an offer to sell or a solicitation of an offer to buy, nor shall
there be any sale of these securities in any jurisdiction in which such offer, solicitation or sale would be unlawful prior to registration or qualification under the securities laws of such jurisdiction.

This Preliminary Official Statement and the information contained herein are subject to completion or amendment without notice. These securities may not be sold nor may offers to buy be accepted

PRELIMINARY OFFICIAL STATEMENT DATED SEPTEMBER 6, 2006

NEW ISSUE RATINGS
(BOOK-ENTRY ONLY) Moody’s:
Standard & Poor’s:

Fitch:

See “Ratings” herein.

In the opinion of Bond Counsel, subject to the limitations and conditions described herein, interest on the Bonds (including any original issue
discount properly allocable to an owner thereof) is excludable from gross income for federal income tax purposes and is not an item of tax
preference for purposes of the federal alternative minimum tax imposed on individuals and corporations; however, such interest is taken into
account in determining adjusted current earnings for the purpose of computing the alternative minimum tax imposed on certain corporations. In the
opinion of Bond Counsel, interest on the Bonds is exempt from present State of Georgia income taxation. See “LEGAL AND TAX STATUS - Tax
Consequences of Owning the Bonds” herein.

$578,765,000
State of Georgia
General Obligation Bonds

$46,520,000 $532,245,000
2006F 2006G
(5 Year) (20 Year)
Dated: October 1, 2006 Due: October 1, as shown on

inside cover

The captioned bonds (the “Bonds” or, as applicable, the “2006F Bonds” and the “2006G Bonds”) will be issued only as fully
registered bonds in denominations of $5,000 each or any integral multiple thereof. Interest on the Bonds is payable April 1,2007 and
semiannually thereafter on each October 1 and April 1 as more fully described herein.

The Bonds will be issued in book-entry form registered in the name of Cede & Co., the nominee of The Depository Trust
Company (“DTC”), New York, New York. Payments of principal of and interest on the Bonds will be made by the principal corporate
trust office of The Bank of New York Trust Company, N.A., as Bond Registrar and Paying Agent, directly to Cede & Co., as nominee
for DTC, as registered owner of the Bonds, to be subsequently disbursed to DTC Participants and thereafter to the beneficial owners of
the Bonds, all as further described herein. Beneficial owners of the Bonds will not receive physical delivery of bond certificates.

The Bonds maturing up to and including October 1, 2016 are not subject to optional redemption. The 2006G Bonds maturing
thereafter may be redeemed, at the option of the State of Georgia (the “State”), prior to their respective maturities as described herein.

The Bonds are issued by the Georgia State Financing and Investment Commission (the “Commission”) for and on behalf of
the State pursuant to powers granted to the Commission in the Constitution of the State of Georgia and the legislative act creating the
Commission. The Bonds so issued constitute direct and general obligations of the State for the payment of which the full faith, credit
and taxing powers of the State are pledged.

The Bonds are offered when, as and if issued by the State and accepted by the Underwriters, subject to prior sale or withdrawal or
modification of the offer without notice, validation by the Superior Court of Fulton County, Georgia and approval as to legality by King & Spalding
LLP, Atlanta, Georgia, Bond Counsel. Certain legal matters will be passed on for the State by its disclosure counsel, Kutak Rock LLP, Atlanta,
Georgia. The Bonds in definitive form are expected to be delivered through the facilities of The Depository Trust Company, New York, New York on
or about October 12, 2006.

The Commission will receive electronic bids on Tuesday, September 19, 2006 until 11:15AM EDT for the 2006F Bonds and until
11:004AM EDT for the 2006G Bonds as set forth in each respective Official Notice of Sale.

The date of this Official Statement is September __, 2006



$578,765,000

State of Georgia
General Obligation Bond Maturity Schedules

$46,520,000 $532,245,000
General Obligation Bonds General Obligation Bonds
2006F* 2006G*
Maturing Maturing
October 1, Principal Amount | Interest Rate Yield October 1, Principal Amount | Interest Rate Yield

________ 2007 $ 8,500,000 2007 $ 15,260,000
________ 2008 8,890,000 2008 16,100,000
________ 2009 9,290,000 2009 16,990,000
________ 2010 9,700,000 2010 17,920,000
2011 10,140,000 2011 18,910,000

2012 19,950,000

2013 21,050,000

2014 22,200,000

2015 23,430,000

2016 24,710,000

2017 26,070,000

2018 27,510,000

2019 29,020,000

2020 30,620,000

2021 32,300,000

2022 34,080,000

2023 35,950,000

2024 37,930,000

2025 40,020,000

2026 42,225,000

* All of the Bonds will be serial bonds unless the successful bidder shall designate consecutive principal maturities within each individual
series of Bonds to be combined into one or more term bonds. Such term bonds shall be subject to mandatory sinking fund redemption
commencing on October 1 of the first year which has been combined to form such term bond and continuing on October 1 in each year
thereafter until the stated maturity date of that term bond. The amount redeemed in any year shall be equal to the principal amount for
each such year set forth in the Bonds amortization schedule. The Bonds to be redeemed in any year by mandatory sinking fund
redemption shall be redeemed at par and shall be selected by lot from among Bonds of the same maturity.

(Accrued Interest to be Added on All Bonds)
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No dealer, broker, salesperson or other person has been authorized by the State to give any information or to make any
representations, other than as contained in this Official Statement in connection with the issuance of the Bonds described herein
and, if given or made, such information or representations must not be relied upon as having been authorized by the State. This
Official Statement does not constitute an offer to sell the Bonds or a solicitation of an offer to buy, nor shall there be any sale of
the Bonds by any person in any jurisdiction in which it is unlawful for such person to make such an offer, solicitation or sale. The
information set forth herein has been furnished by the State and by other sources which are believed to be reliable. The
information and expressions of opinion herein are subject to change without notice, and neither the delivery of this Official
Statement nor any sale made hereunder shall, under any circumstances, create any implications that there has been no change in
the affairs of the State or any other parties described herein since the date hereof.

This Official Statement contains forecasts, projections, and estimates that are based on current expectations but are not
intended as representations of fact or guarantees of results. If and when included in this Official Statement, the words “expects,”
“forecasts,” “projects,” “intends,” “anticipates,” “estimates,” and analogous expressions are intended to identify forward-looking
statements as defined in the Securities Act of 1933, as amended, and any such statements inherently are subject to a variety of risks
and uncertainties, which could cause actual results to differ materially from those contemplated in such forward-looking
statements. These forward-looking statements speak only as of the date of this Official Statement. The State disclaims any
obligation or undertaking to release publicly any updates or revisions to any forward-looking statement contained herein to reflect
any change in the State’s expectations with regard thereto or any change in events, conditions, or circumstances on which any such
statement is based.
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Issuer:

Offering:

Maturity:

Interest:

Purpose:

Security:

Book-Entry Bonds:

Redemption:

Bond Counsel:

Disclosure Counsel:

Financial Advisor:

Registrar/Paying Agent:

Bond Ratings:

SUMMARY STATEMENT

(Subject in all respects to more complete information in this Official Statement.)

The State of Georgia acting by and through the Georgia State Financing and Investment Commission.

General Obligation Bonds, 2006F — $46,520,000
General Obligation Bonds, 2006G — $532,245,000

The 2006F Bonds mature on each October 1, from October 1, 2007 to October 1, 2011 inclusive.
The 2006G Bonds mature on each October 1, from October 1, 2007 to October 1, 2026 inclusive.

Interest on the Bonds is payable on April 1, 2007 and semiannually thereafter on each October 1 and April
1 of each year until final payment.

To provide funds for various purpose capital outlay projects. See page 5 for details.

General obligations of the State of Georgia to which its full faith, credit and taxing power are pledged.
Bonds issued in fully registered form without interest coupons in denominations of $5,000 and integral
multiples thereof. Bonds will be registered in the name of Cede & Co., as nominee for The Depository
Trust Company, New York, New York.

The Bonds maturing up to and including October 1, 2016 are not subject to optional redemption. The
2006G Bonds maturing on or after October 1, 2017 are subject to redemption at the option of the State on
or after October 1, 2016 in whole or in part at any time, in any order of maturity selected by the State, at a
redemption price equal to par (100%) plus accrued interest to the date fixed for redemption.

King & Spalding LLP, Atlanta, Georgia

Kutak Rock LLP, Atlanta, Georgia

Public Resources Advisory Group, New York, New York

The Bank of New York Trust Company, N.A.

Applications for credit ratings have been made to Moody’s Investors Service, Inc., Standard & Poor’s
Ratings Services, a division of The McGraw-Hill Companies, Inc., and Fitch Ratings.

il
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$46,520,000 — 2006F
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OFFICIAL NOTICE OF SALE
$46,520,000

STATE OF GEORGIA
GENERAL OBLIGATION BONDS, 2006F

All or none (“AON”) bids for the above-captioned Bonds (the “Bonds”) will be received electronically (as
described in further detail below) by the Georgia State Financing and Investment Commission (the “Commission’) via
PARITY®, until 11:15AM EDT, on Tuesday, September 19, 2006.

DESCRIPTION OF THE BONDS

The Bonds will be dated October 1, 2006 and will be issued in book-entry form only as fully registered bonds in
denominations of $5,000 each or any integral multiple thereof. Both principal and semiannual (October 1 and April 1)
interest are payable by the principal corporate trust office of The Bank of New York Trust Company, N.A., as Paying
Agent, with the first interest payment due on April 1, 2007. The Bonds mature on October 1 as follows:

Due

Amount (October 1)
$ 8,500,000 ... 2007
8,890,000 ... 2008
9,290,000 ... 2009
9,700,000 ... 2010
10,140,000 ... 2011

SERIAL AND/OR TERM BONDS

All of the Bonds will be serial bonds unless the successful bidder shall designate consecutive principal
maturities to be combined into one or more term bonds. Such term bonds shall be subject to mandatory sinking fund
redemption commencing on October 1 of the first year which has been combined to form such term bond and continuing
on October 1 in each year thereafter until the stated maturity date of that term bond. The amount redeemed in any year
shall be equal to the principal amount for each such year set forth in the Bonds amortization schedule. The Bonds to be
redeemed in any year by mandatory sinking fund redemption shall be redeemed at par and shall be selected by lot from
among Bonds of the same maturity.

RIGHT TO POSTPONE THE SALE AND SUPPLEMENT NOTICE OF SALE

The Commission reserves the right to postpone, from time to time, the date and/or time established for the
receipt of bids. A postponement of the bid date will be announced via TM3 not later than 10:00AM EDT, on the
announced date for receipt of bids, and an alternative sale date and time will be announced via TM3 by 3:00PM EDT, at
least one business day prior to such alternative date and time for receipt of bids.

On such alternative date and time for receipt of bids, the Commission will accept electronic bids for the
purchase of the Bonds, such bids to conform in all respects to the provisions of this Official Notice of Sale, except for the
changes in the date and time for receipt of bids and any other changes announced via TM3 when the date and time for
receipt of bids are announced.

In addition, any other information in connection with the offer and sale of the Bonds will be given to
prospective bidders via TM3, and any such supplemental information shall be deemed a part of this Official Notice of
Sale.



BOOK ENTRY

The Bonds will be issued in book-entry form, as more fully described in the Preliminary Official Statement.
Beneficial owners of the Bonds will not receive physical delivery of Bond certificates. Principal and interest payments
on the Bonds will be made to Cede & Co., as nominee of The Depository Trust Company (“DTC”), New York, New
York, which will act as depository for the Bonds. Such payments will then be distributed to the participating members of
DTC, and by such participating members to the beneficial owners of the Bonds.

OPTIONAL REDEMPTION
The Bonds are not subject to optional redemption.
AUTHORIZATION AND SECURITY

The Bonds are issued by the Commission for and on behalf of the State of Georgia pursuant to powers granted
to the Commission in the Constitution of the State of Georgia, the Act of the Georgia General Assembly creating the
Commission and an authorizing resolution of the Commission. The Bonds so issued constitute direct and general
obligations of the State of Georgia for the payment of which the full faith, credit and taxing power of the State are
pledged.

DELIVERY AND PAYMENT

Delivery of the Bonds will be made in New York, New York as soon as the Bonds can be validated and
prepared, which is estimated to be on or about October 12, 2006. However, the purchaser shall allow 50 days from the
date of acceptance of bids for delivery. Payment for the Bonds shall be made in federal funds.

CUSIP NUMBERS AND DTC ELIGIBILITY

It is anticipated that CUSIP numbers will be printed on the Bonds, but neither the failure to print such numbers
on any Bond nor any error with respect thereto shall constitute cause for a failure or refusal by the successful bidder to
accept delivery of and make payment for the Bonds. It will be the responsibility of the successful bidder to timely obtain
and pay for the assignment of such CUSIP numbers.

It is anticipated that the Bonds will be eligible for custodial deposit with DTC; however, it will be the
responsibility of the successful bidder to obtain such eligibility. Failure of the successful bidder to obtain DTC eligibility
will not constitute cause for failure or refusal by the successful bidder to accept delivery of and pay for the Bonds in
accordance with its bid and agreement to purchase the Bonds.

LEGAL OPINIONS AND CLOSING CERTIFICATES

The Bonds are offered subject to validation by the Superior Court of Fulton County, Georgia, and delivery will
be accompanied by an execution, signature and no-litigation certificate and non-arbitrage certificate. The legality of the
proceedings and the Bonds will be approved by King & Spalding LLP, Atlanta, Georgia, Bond Counsel, the cost of
whose approving opinions will be paid by the State. The State will also furnish to the successful bidder at the closing of
the purchase of the Bonds: (i) a certificate of authorized officers of the Commission to the effect that, to the best
knowledge, information, and belief of such officers, the Preliminary Official Statement used in connection with the
Bonds did not on the date of sale, and the final Official Statement does not on the date of delivery, contain any
misstatement of a material fact or omit to state a material fact necessary to make the statements therein contained, in light
of the circumstances under which they were made, not misleading; and (ii) an opinion of Kutak Rock LLP, Atlanta,
Georgia, disclosure counsel to the State, to the effect that their performance of certain services, their participation in
certain discussions, and their examination of certain factual certifications and legal opinions did not disclose to them any
information that would lead them to believe that the Preliminary Official Statement or the Official Statement (other than
the information under the heading “DESCRIPTION OF THE BONDS—Book-Entry System” and the financial
statements and related notes and other financial and statistical data included therein, as to which they will express no
view) contains any untrue statement of a material fact or omits to state a material fact necessary to make the statements
therein made, in light of the circumstances under which they were made, not misleading.



CONTINUING DISCLOSURE

A Preliminary Official Statement for the Bonds has been prepared by the Commission. The Preliminary Official
Statement is deemed by the Commission to be final for the purposes of compliance with Rule 15¢2-12 of the Securities
and Exchange Commission (“Rule 15¢2-12”), except for certain omissions permitted thereunder. In order to assist
bidders in complying with paragraph (b)(5) of Rule 15¢2-12, the State will undertake, pursuant to the resolution
authorizing the issuance of the Bonds and a Continuing Disclosure Certificate delivered simultaneously with the Bonds,
to provide annual reports and notices of certain material events in accordance with the provisions of Rule 15¢2-12. A
form of the Continuing Disclosure Certificate is set forth in Appendix D of the Preliminary Official Statement and will be
set forth in the final Official Statement. The State's failure to deliver the Continuing Disclosure Certificate on the date of
issuance and delivery of the Bonds shall relieve the successful bidder of its obligation to purchase the Bonds.

GOOD FAITH DEPOSIT

A good faith deposit (“Deposit”) in the form of a Financial Surety Bond in the amount of $465,200 payable to
the order of the Georgia State Financing and Investment Commission is required for each bid to be considered. Proofof
such Financial Surety Bond must be submitted to the Commission by 5:00PM EDT on the day prior to the opening of the
bids and must be from an insurance company acceptable to the Commission and licensed to issue such a bond in the State
of Georgia. The Financial Surety Bond must identify each bidder whose Deposit is guaranteed by such Financial Surety
Bond. The successful bidder shall submit its Deposit to the Commission in the form of a wire transfer in immediately
available funds not later than 3:30PM EDT, on the business day following the date of the award. If such Deposit is not
received by that time, the Financial Surety Bond may be drawn by the Commission to satisfy the Deposit requirement.
The Deposit of the successful bidder will be applied to the purchase price of the Bonds and no interest will be paid
thereon. The Commission will retain the Deposit as liquidated damages should the bidder fail to comply with the terms of
the bid.

BIDDING PROCEDURES

Bids must be submitted electronically for the purchase of the Bonds (all or none) by means of the “State of
Georgia AON Bid Form” via PARITY" until 11:15AM EDT, on September 19, 2006. By submitting a bid for the Bonds,
a bidder represents and warrants to the Commission that such bidder’s bid is submitted for and on behalf of such bidder
by an officer or agent who is duly authorized to bind the bidder to a legal, valid and enforceable contract for the purchase
of the Bonds. Once the bids are communicated electronically via PARITY" to the Commission, each bid will constitute
an irrevocable offer to purchase the Bonds on the terms therein provided. For purposes of the electronic bidding process,
the time as maintained on the PARITY" system shall constitute the official time. The Commission reserves the right to
reject any and all bids and to waive any informalities in any and all bids.

DISCLAIMER

Each bidder shall be solely responsible for making the necessary arrangements to access the PARITY® system
for purposes of submitting its bid in a timely manner and in compliance with the requirements of this Olfficial Notice of
Sale. Neither the Commission, nor PARITY® shall have any duty or obligation to provide or assure such access to any
bidder, and neither the Commission, nor PARITY® shall be responsible for the proper operation of, or have any liability
for, any delays or interruptions of, or any damages caused by, the PARITY® system. The Commission is authorizing the
use of PARITY® as a communication mechanism to conduct the electronic bidding for the Bonds; the owners of such
services are not agents of the Commission. The Commission is not bound by any advice and determination of PARITY®
to the effect that any particular bid complies with the terms of this Official Notice of Sale and in particular the
specifications set forth in “BID SPECIFICATIONS” AND “BASIS OF AWARD” below. All costs and expenses incurred
by bidders in connection with their registration via PARITY® are the sole responsibility of such bidders.



BID SPECIFICATIONS

Bidders may name the rate or rates of interest the Bonds are to bear in multiples of 1/8 or 1/20 of 1%, with no
greater difference than 4% between the highest and lowest rates named and no interest rate shall exceed 4.50% per
annum. All bonds of each maturity must bear a single rate. No bid for less than par or more than 100.5% of the par
value of the aggregate principal of the Bonds, plus accrued interest will be considered.

BASIS OF AWARD

The Bonds will be awarded to the bidder submitting a bid in conformance with this Official Notice of Sale that
produces the lowest true interest cost (TIC) to the State based on the bids received for the Bonds. The true interest cost
(expressed as an annual interest rate) will be the rate necessary, when using a 360-day year and semiannual
compounding, to discount the debt service payments from the payment dates to the date of the Bonds and to the price bid,
without regard to interest accrued to the date of delivery.

In case of a tie, the Bonds will be awarded to the bidder whose bid was submitted first. The time as maintained
on the PARITY® system shall constitute the official time. In the case of a tie with the time, the Bonds will be awarded
by lot.

AWARD OF THE BONDS

The Commission will notify the apparent successful bidder as soon as possible after bids have been received and
verified, that such bidder’s bid is the lowest and best bid received which conforms to the requirements of this Official
Notice of Sale, subject to verification and official action by the Commission. The award of the Bonds will be considered
at the Commission meeting to be held beginning at 9:30AM EDT, on September 20, 2006, and the Commission’s
acceptance of the winning bid shall be made to the successful bidder as promptly as possible.

UNDERTAKINGS OF THE SUCCESSFUL BIDDER

Within 24 hours after the award of the Bonds, the successful bidder shall submit to the Commission a certificate,
in form and substance satisfactory to Bond Counsel, specifying the expected bona fide reoffering price of the Bonds of
each maturity, as of the date of the award of the bid. Prior to delivery of the Bonds, the successful bidder must submit to
the Commission another certificate, in form and substance satisfactory to Bond Counsel, stating that a bona fide offering
of the Bonds was made to the public at the prices indicated in the first certificate, certifying the actual re-offering price of
at least 10% of the Bonds of each maturity, and identifying the amounts, maturities, and prices at which any Bonds were
actually sold to institutions or other investors at a discount from the offering prices to the public. For purposes of this
paragraph, sales of Bonds to other securities brokers or dealers will not be counted as sales to the public.

The Commission designates the senior managing underwriter of the syndicate to which the Bonds are awarded
(the "Purchaser") as its agent for purposes of distributing copies of the final Official Statement to each participating
underwriter. Any underwriter executing and delivering a Bid Form with respect to this issue agrees, if its bid is accepted
by the Commission: (1) to accept such designation; (2) to contact all participating underwriters for the purpose of
assuring proper dissemination of the final Official Statement; (3) to provide to the Commission, within two (2) days after
the date of the sale, all necessary pricing information and underwriter identification needed to complete the final Official
Statement; (4) to provide one copy of the final Official Statement to at least one “nationally recognized municipal
securities information repository” within the meaning of Rule 15¢2-12 (a “Repository”) upon receipt of the final Official
Statement from the Commission and two copies of the final Official Statement (with any required forms) to the
Municipal Securities Rulemaking Board (the “MSRB”) or its designee pursuant to MSRB Rule G-36 no later than ten
business days following the date of acceptance of its bid; (5) to comply with all other applicable provisions of Rule 15¢2-
12 and MSRB Rule G-36; and (6) to notify the Commission of (a) the date which is the “‘end of the underwriting period”
within the meaning of Rule 15¢2-12 and (b) the date on which the final Official Statement is filed with a Repository.



OFFICIAL STATEMENT

The Commission will prepare and provide to the Purchaser, within seven (7) business days after the sale, a
sufficient number of copies of the final Official Statement to enable the Purchaser to comply with Rule 15¢2-12. The
final Official Statement will be in substantially the same form as the Preliminary Official Statement, subject to any
additions, deletions, or revisions that the Commission believes are necessary.

ADDITIONAL INFORMATION
Preliminary Official Statements, including the Official Notice of Sale, may be obtained via the Internet at

www.i-dealprospectus.com. Printed copies are available upon request by calling i-Deal Prospectus at (212) 404-8104, or
the Georgia State Financing and Investment Commission at (404) 463-5700 or fax (404) 463-5720.

Georgia State Financing and Investment Commission
270 Washington Street, Suite 2140
September 6, 2006 Atlanta, Georgia 30334
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OFFICIAL NOTICE OF SALE

$532,245,000

STATE OF GEORGIA
GENERAL OBLIGATION BONDS, 2006G

All or none (“AON”) bids for the above-captioned Bonds (the “Bonds™) will be received electronically (as
described in further detail below) by the Georgia State Financing and Investment Commission (the “Commission”) via
PARITY®, until 11:00AM EDT, on Tuesday, September 19, 2006.

DESCRIPTION OF THE BONDS

The Bonds will be dated October 1, 2006 and will be issued in book-entry form only as fully registered bonds in
denominations of $5,000 each or any integral multiple thereof. Both principal and semiannual (October 1 and April 1)
interest are payable by the principal corporate trust office of The Bank of New York Trust Company, N.A., as Paying
Agent, with the first interest payment due on April 1, 2007. The Bonds mature on October 1 as follows:

Due Due Due
Amount (October 1) Amount (October 1) Amount (October 1)
$15,260,000 ... 2007 $22,200,000 ... 2014 $32,300,000 ... 2021
16,100,000 ... 2008 23,430,000 ... 2015 34,080,000 ... 2022
16,990,000 ... 2009 24,710,000 ... 2016 35,950,000 ... 2023
17,920,000 ... 2010 26,070,000 ... 2017 37,930,000 ... 2024
18,910,000 ... 2011 27,510,000 ... 2018 40,020,000 ... 2025
19,950,000 ... 2012 29,020,000 ... 2019 42,225,000 ... 2026
21,050,000 ... 2013 30,620,000 ... 2020

SERIAL AND/OR TERM BONDS

All of the Bonds will be serial bonds unless the successful bidder shall designate consecutive principal
maturities to be combined into one or more term bonds. Such term bonds shall be subject to mandatory sinking fund
redemption commencing on October 1 of the first year which has been combined to form such term bond and continuing
on October 1 in each year thereafter until the stated maturity date of that term bond. The amount redeemed in any year
shall be equal to the principal amount for each such year set forth in the Bonds amortization schedule. The Bonds to be
redeemed in any year by mandatory sinking fund redemption shall be redeemed at par and shall be selected by lot from
among Bonds of the same maturity.

RIGHT TO POSTPONE THE SALE AND SUPPLEMENT NOTICE OF SALE

The Commission reserves the right to postpone, from time to time, the date and/or time established for the
receipt of bids. A postponement of the bid date will be announced via TM3 not later than 10:00AM EDT, on the
announced date for receipt of bids, and an alternative sale date and time will be announced via TM3 by 3:00PM EDT, at
least one business day prior to such alternative date and time for receipt of bids.

On such alternative date and time for receipt of bids, the Commission will accept electronic bids for the
purchase of the Bonds, such bids to conform in all respects to the provisions of this Official Notice of Sale, except for the
changes in the date and time for receipt of bids and any other changes announced via TM3 when the date and time for
receipt of bids are announced.

In addition, any other information in connection with the offer and sale of the Bonds will be given to
prospective bidders via TM3, and any such supplemental information shall be deemed a part of this Official Notice of
Sale.



BOOK ENTRY

The Bonds will be issued in book-entry form, as more fully described in the Preliminary Official Statement.
Beneficial owners of the Bonds will not receive physical delivery of Bond certificates. Principal and interest payments
on the Bonds will be made to Cede & Co., as nominee of The Depository Trust Company (“DTC”), New York, New
York, which will act as depository for the Bonds. Such payments will then be distributed to the participating members of
DTC, and by such participating members to the beneficial owners of the Bonds.

OPTIONAL REDEMPTION

The Bonds maturing on or after October 1, 2017 are subject to redemption at the option of the Commission on
behalf of the State on or after October 1, 2016 in whole or in part at any time, in any order of maturity selected by the
Commission on behalf of the State, at a redemption price equal to par (100%) plus accrued interest to the date fixed for
redemption.

AUTHORIZATION AND SECURITY

The Bonds are issued by the Commission for and on behalf of the State of Georgia pursuant to powers granted
to the Commission in the Constitution of the State of Georgia, the Act of the Georgia General Assembly creating the
Commission and an authorizing resolution of the Commission. The Bonds so issued constitute direct and general
obligations of the State of Georgia for the payment of which the full faith, credit and taxing power of the State are
pledged.

DELIVERY AND PAYMENT

Delivery of the Bonds will be made in New York, New York as soon as the Bonds can be validated and
prepared, which is estimated to be on or about October 12, 2006. However, the purchaser shall allow 50 days from the
date of acceptance of bids for delivery. Payment for the Bonds shall be made in federal funds.

CUSIP NUMBERS AND DTC ELIGIBILITY

It is anticipated that CUSIP numbers will be printed on the Bonds, but neither the failure to print such numbers
on any Bond nor any error with respect thereto shall constitute cause for a failure or refusal by the successful bidder to
accept delivery of and make payment for the Bonds. It will be the responsibility of the successful bidder to timely obtain
and pay for the assignment of such CUSIP numbers.

It is anticipated that the Bonds will be eligible for custodial deposit with DTC; however, it will be the
responsibility of the successful bidder to obtain such eligibility. Failure of the successful bidder to obtain DTC eligibility
will not constitute cause for failure or refusal by the successful bidder to accept delivery of and pay for the Bonds in
accordance with its bid and agreement to purchase the Bonds.

LEGAL OPINIONS AND CLOSING CERTIFICATES

The Bonds are offered subject to validation by the Superior Court of Fulton County, Georgia, and delivery will
be accompanied by an execution, signature and no-litigation certificate, and non-arbitrage certificate. The legality of the
proceedings and the Bonds will be approved by King & Spalding LLP, Atlanta, Georgia, Bond Counsel, the cost of
whose approving opinions shall be paid by the State. The State will also furnish to the successful bidder at the closing of
the purchase of the Bonds: (i) a certificate of authorized officers of the Commission to the effect that, to the best
knowledge, information, and belief of such officers, the Preliminary Official Statement used in connection with the
Bonds did not on the date of sale, and the final Official Statement does not on the date of delivery, contain any
misstatement of a material fact or omit to state a material fact necessary to make the statements therein contained, in light
of the circumstances under which they were made, not misleading; and (ii) an opinion of Kutak Rock LLP, Atlanta,
Georgia, disclosure counsel to the State, to the effect that their performance of certain services, their participation in
certain discussions, and their examination of certain factual certifications and legal opinions did not disclose to them any
information that would lead them to believe that the Preliminary Official Statement or the Official Statement (other than
the information under the heading “DESCRIPTION OF THE BONDS—Book-Entry System” and the financial
statements and related notes and other financial and statistical data included therein, as to which they will express no



view) contains any untrue statement of a material fact or omits to state a material fact necessary to make the statements
therein made, in light of the circumstances under which they were made, not misleading.

CONTINUING DISCLOSURE

A Preliminary Official Statement for the Bonds has been prepared by the Commission. The Preliminary Official
Statement is deemed by the Commission to be final for the purposes of compliance with Rule 15¢2-12 of the Securities
and Exchange Commission (“Rule 15¢2-12”), except for certain omissions permitted thereunder. In order to assist
bidders in complying with paragraph (b)(5) of Rule 15¢2-12, the State will undertake, pursuant to the resolution
authorizing the issuance of the Bonds and a Continuing Disclosure Certificate delivered simultaneously with the Bonds,
to provide annual reports and notices of certain material events in accordance with the provisions of Rule 15¢2-12. A
form of the Continuing Disclosure Certificate is set forth in Appendix D of the Preliminary Official Statement and will be
set forth in the final Official Statement. The State's failure to deliver the Continuing Disclosure Certificate on the date of
issuance and delivery of the Bonds shall relieve the successful bidder of its obligation to purchase the Bonds.

GOOD FAITH DEPOSIT

A good faith deposit (“Deposit”) in the form of a Financial Surety Bond in the amount of $5,322,450 payable to
the order of the Georgia State Financing and Investment Commission is required for each bid to be considered. Proof of
such Financial Surety Bond must be submitted to the Commission by 5:00PM EDT on the day prior to the opening of the
bids and must be from an insurance company acceptable to the Commission and licensed to issue such a bond in the State
of Georgia. The Financial Surety Bond must identify each bidder whose Deposit is guaranteed by such Financial Surety
Bond. The successful bidder shall submit its Deposit to the Commission in the form of a wire transfer in immediately
available funds not later than 3:30PM EDT, on the business day following the date of the award. If such Deposit is not
received by that time, the Financial Surety Bond may be drawn by the Commission to satisfy the Deposit requirement.
The Deposit of the successful bidder will be applied to the purchase price of the Bonds and no interest will be paid
thereon. The Commission will retain the Deposit as liquidated damages should the bidder fail to comply with the terms of
the bid.

BIDDING PROCEDURES

Bids must be submitted electronically for the purchase of the Bonds (all or none) by means of the “State of
Georgia AON Bid Form” via PARITY" until 11:00AM EDT, on September 19, 2006. By submitting a bid for the Bonds,
a bidder represents and warrants to the Commission that such bidder’s bid is submitted for and on behalf of such bidder
by an officer or agent who is duly authorized to bind the bidder to a legal, valid and enforceable contract for the purchase
of the Bonds. Once the bids are communicated electronically via PARITY" to the Commission, each bid will constitute
an irrevocable offer to purchase the Bonds on the terms therein provided. For purposes of the electronic bidding process,
the time as maintained on the PARITY" system shall constitute the official time. The Commission reserves the right to
reject any and all bids and to waive any informalities in any and all bids.

DISCLAIMER

Each bidder shall be solely responsible for making the necessary arrangements to access the PARIT Y® system
for purposes of submitting its bid in a timely manner and in compliance with the requirements of this Official Notice of
Sale. Neither the Commission, nor PARITY® shall have any duty or obligation to provide or assure such access to any
bidder, and neither the Commission, nor PARITY® shall be responsible for the proper operation of, or have any liability
for, any delays or interruptions of, or any damages caused by, the PARIT Y® system. The Commission is authorizing the
use of PARITY® as a communication mechanism to conduct the electronic bidding for the Bonds; the owners of such
services are not agents of the Commission. The Commission is not bound by any advice and determination of PARITY®
to the effect that any particular bid complies with the terms of this Official Notice of Sale and in particular the
specifications set forth in “BID SPECIFICATIONS” AND “BASIS OF AWARD " below. All costs and expenses incurred
by bidders in connection with their registration via PARITY® are the sole responsibility of such bidders.



BID SPECIFICATIONS

Bidders may name the rate or rates of interest the Bonds are to bear in multiples of 1/8 or 1/20 of 1%, with no
greater difference than 4% between the highest and lowest rates named and no interest rate shall exceed 5.50% per
annum. All bonds of each maturity must bear a single rate. No bid for less than par or more than 100.5% of the par
value of the aggregate principal of the Bonds, plus accrued interest will be considered.

BASIS OF AWARD

The Bonds will be awarded to the bidder submitting a bid in conformance with this Official Notice of Sale that
produces the lowest true interest cost (TIC) to the State based on the bids received for the Bonds. The true interest cost
(expressed as an annual interest rate) will be the rate necessary, when using a 360-day year and semiannual
compounding, to discount the debt service payments from the payment dates to the date of the Bonds and to the price bid,
without regard to interest accrued to the date of delivery.

In case of a tie, the Bonds will be awarded to the bidder whose bid was submitted first. The time as maintained
on the PARITY" system shall constitute the official time. In the case of a tie with the time, the Bonds will be awarded by
lot.

AWARD OF THE BONDS

The Commission will notify the apparent successful bidder as soon as possible after bids have been received and
verified, that such bidder’s bid is the lowest and best bid received which conforms to the requirements of this Official
Notice of Sale, subject to verification and official action by the Commission. The award of the Bonds will be considered
at the Commission meeting to be held beginning at 9:30AM EDT, on September 20, 2006, and the Commission’s
acceptance of the winning bid shall be made to the successful bidder as promptly as possible.

UNDERTAKINGS OF THE SUCCESSFUL BIDDER

Within 24 hours after the award of the Bonds, the successful bidder shall submit to the Commission a certificate,
in form and substance satisfactory to Bond Counsel, specifying the expected bona fide reoffering price of the Bonds of
each maturity, as of the date of the award of the bid. Prior to delivery of the Bonds, the successful bidder must submit to
the Commission another certificate, in form and substance satisfactory to Bond Counsel, stating that a bona fide offering
of the Bonds was made to the public at the prices indicated in the first certificate, certifying the actual re-offering price of
at least 10% of the Bonds of each maturity, and identifying the amounts, maturities, and prices at which any Bonds were
actually sold to institutions or other investors at a discount from the offering prices to the public. For purposes of this
paragraph, sales of Bonds to other securities brokers or dealers will not be counted as sales to the public.

The Commission designates the senior managing underwriter of the syndicate to which the Bonds are awarded
(the "Purchaser") as its agent for purposes of distributing copies of the final Official Statement to each participating
underwriter. Any underwriter executing and delivering a Bid Form with respect to this issue agrees, if its bid is accepted
by the Commission: (1) to accept such designation; (2) to contact all participating underwriters for the purpose of
assuring proper dissemination of the final Official Statement; (3) to provide to the Commission, within two (2) days after
the date of the sale, all necessary pricing information and underwriter identification needed to complete the final Official
Statement; (4) to provide one copy of the final Official Statement to at least one “nationally recognized municipal
securities information repository” within the meaning of Rule 15¢2-12 (a “Repository”) upon receipt of the final Official
Statement from the Commission and two copies of the final Official Statement (with any required forms) to the
Municipal Securities Rulemaking Board (the “MSRB”) or its designee pursuant to MSRB Rule G-36 no later than ten
business days following the date of acceptance of its bid; (5) to comply with all other applicable provisions of Rule 15¢2-
12 and MSRB Rule G-36; and (6) to notify the Commission of (a) the date which is the “end of the underwriting period”
within the meaning of Rule 15¢2-12 and (b) the date on which the final Official Statement is filed with a Repository.

OFFICIAL STATEMENT

The Commission will prepare and provide to the Purchaser, within seven (7) business days after the sale, a
sufficient number of copies of the final Official Statement to enable the Purchaser to comply with Rule 15¢2-12. The



final Official Statement will be in substantially the same form as the Preliminary Official Statement, subject to any
additions, deletions, or revisions that the Commission believes are necessary.

ADDITIONAL INFORMATION
Preliminary Official Statements, including the Official Notice of Sale, may be obtained via the Internet at

www.i-dealprospectus.com. Printed copies are available upon request by calling i-Deal Prospectus at (212) 404-8104, or
the Georgia State Financing and Investment Commission at (404) 463-5700 or fax (404) 463-5720.

Georgia State Financing and Investment Commission
270 Washington Street, Suite 2140
September 6, 2006 Atlanta, Georgia 30334
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$578,765,000
State of Georgia
General Obligation Bonds, 2006F - $46,520,000
General Obligation Bonds, 2006G - $532,245,000

INTRODUCTION

The purpose of this Official Statement, which includes the cover page and Appendices hereto, is to provide certain
information concerning the State of Georgia (the "State") and the above-referenced bonds comprised of (i) State of Georgia
General Obligation Bonds, 2006F (the “2006F Bonds™), and (ii) State of Georgia General Obligation Bonds, 2006G (the
“2006G Bonds” and collectively with 2006F Bonds, the “Bonds”).

The Bonds are being issued by the Georgia State Financing and Investment Commission (the "Commission"), acting
for and on behalf of the State, pursuant to the Constitution and laws of the State and the resolutions adopted by the Commission
on September 20, 2006 (the "Resolutions"). The Bonds will constitute a debt of the State for which the full faith, credit and
taxing power of the State are pledged to the payment of the Bonds and the interest thereon. See "SECURITY FOR THE
BONDS" herein. The proceeds from the sale of the Bonds will be used to finance various purpose capital outlay projects as
described under “PURPOSE OF THE BONDS” herein.

The Bonds are authorized to be issued pursuant to powers granted to the Commission in Article VII, Section IV of the
Constitution of the State and the Georgia State Financing and Investment Commission Act (Ga. Laws 1973, p. 750, ef seq.,
codified at O.C.G.A. Section 50-17-20, et seq., referred to herein as the "Act"). See "SECURITY FOR THE BONDS," "THE
COMMISSION" and "APPENDIX A - STATE OF GEORGIA - Debt and Revenue Information - Appropriations and Debt
Limitations" herein.

In the opinion of Bond Counsel, subject to the limitations and conditions described herein, interest on the Bonds
(including any original issue discount properly allocable to an owner thereof) is excludable from gross income for federal
income tax purposes, and is not an item of tax preference for purposes of the federal alternative minimum tax imposed on
individuals and corporations; however, such interest is taken into account in determining adjusted current earnings for the
purpose of computing the alternative minimum tax imposed on certain corporations. In the opinion of Bond Counsel, interest on
the Bonds is exempt from present State of Georgia income taxation. See “LEGAL AND TAX STATUS - Tax Consequences of
Owning the Bonds™ herein.

The Bonds are offered when, as and if issued, subject to validation by the Superior Court of Fulton County, Georgia, and
the approving legal opinions of King & Spalding LLP, Atlanta, Georgia, Bond Counsel. Certain legal matters will be passed on
for the State by its disclosure counsel, Kutak Rock LLP, Atlanta, Georgia. See "LEGAL MATTERS" herein.

It is expected that the Bonds will be available for delivery in New York, New York, on or about October 12, 2006, in
book-entry form only, with actual bond certificates immobilized in the custody of The Depository Trust Company (“DTC”),
New York, New York, a registered securities depository.

This Official Statement speaks only as of its date and is subject to change. This Introduction is a brief description of the
matters contained herein, and a full review should be made of the entire Official Statement, as well as any documents described
or summarized herein. Requests for additional information with respect to this Official Statement and copies of the Resolutions
may be directed to Diana Pope, Interim Director, Financing and Investment Division, Georgia State Financing and Investment
Commission, 270 Washington Street, S.W., Suite 2140, Atlanta, Georgia 30334, telephone number (404) 463-5700.



DESCRIPTION OF THE BONDS
General

The Bonds will be dated October 1, 2006. Interest on the Bonds is payable on October 1 and April 1 of each year (each
such date, an “Interest Payment Date”), commencing April 1, 2007.

The Bonds will bear interest from the Interest Payment Date next preceding their date of authentication to which
interest has been paid at the rates per annum set forth on the inside cover page of this Official Statement (computed on the basis
of a 360-day year comprised of twelve 30-day months). Payment of the principal of and interest on the Bonds will be made by
the principal corporate trust office of The Bank of New York Trust Company, N.A., as Bond Registrar and Paying Agent,
directly to Cede & Co., as nominee for DTC, as registered owner of the Bonds, and will subsequently be disbursed to DTC
Participants and thereafter to beneficial owners thereof (the “Beneficial Owners”) of the Bonds as described below. When not in
book-entry form, interest on the Bonds is payable by check or draft mailed by first-class mail on the Interest Payment Date to the
owners thereof as shown on the books and records of the Bond Registrar on the 15th day of the calendar month next preceding
the Interest Payment Date. When not in book-entry form, principal of the Bonds is payable upon surrender thereof at the
corporate trust office of the Paying Agent.

Redemption Provisions

Optional Redemption. The Bonds maturing up to and including October 1, 2016 are not subject to optional
redemption. The 2006G Bonds maturing on or after October 1,2017 are subject to redemption at the option of the Commission
of behalf of the State on or after October 1, 2016 in whole or in part at any time, in any order of maturity selected by the
Commission of behalf of the State, and within a maturity by lot, at a redemption price equal to par (100%) plus accrued interest
to the date fixed for redemption.

Mandatory Redemption. The 2006 Bonds maturing October 1,20, are subject to scheduled mandatory sinking fund
redemption prior to maturity, by lot in such manner as the Paying Agent may determine, at a redemption price equal to the
principal amount thereof to be redeemed, plus accrued and unpaid interest thereon to the redemption date, in the principal
amounts and the dates set forth below:

Year Amount

*Maturity

Redemption Notices. Notice of any redemption of the Bonds, identifying the Bonds (or any portion of the respective
principal amounts thereof) to be redeemed, shall be given by first-class mail, postage prepaid, not less than thirty (30) nor more
than sixty (60) days prior to the redemption due to all registered owners of the Bonds to be redeemed (in whole or in part).
Failure to give appropriate notice of any redemption by mail or any defect in the notice will not affect the validity of the
proceedings for the redemption of any Bond. Bonds of a denomination larger than $5,000 may be redeemed in part. Upon such
partial redemption, the Bond shall be surrendered in exchange for one or more new Bonds in authorized form for the unredeemed
portion of principal.

Registration, Exchange and Transfer
The Bonds will be issued only as fully registered bonds without coupons in denominations of $5,000 and integral

multiples thereof. The Commission and the Bond Registrar and Paying Agent may deem and treat the registered owner of a
Bond as the absolute owner of such Bond for purposes of receiving payment of or on account of principal and interest payable



thereon, and for other purposes; the Commission and the Bond Registrar and Paying Agent will not be affected by any notice to
the contrary.

The Bonds will be issued in book-entry form registered in the name of Cede & Co., the nominee of DTC. Beneficial
Owners of the Bonds will not receive physical delivery of bond certificates. While in book-entry form, registration of exchanges
and transfers of beneficial ownership interests in the Bonds will be effected in accordance with DTC practices and procedures
described below.

When not in book-entry form, ownership of any Bond is transferable upon surrender thereof to the Bond Registrar,
together with an assignment duly executed by the registered owner or its attorney, in such form as shall be satisfactory to the
Bond Registrar. Upon any such transfer of ownership, the Bond Registrar will cause to be authenticated and delivered a new
Bond or Bonds registered in the name of the transferee in an authorized denomination in the same aggregate principal amount
and interest rate as the Bonds surrendered for such transfer. The Bonds may be exchanged for a like principal amount of Bonds
of the same interest rate of other authorized denominations. For every exchange or registration of transfer, the Bond Registrar
may charge an amount sufficient to reimburse it for any tax or other governmental charge required to be paid with respect to
such exchange or registration of transfer, but no other charge may be made to the owner for any exchange or registration of
transfer of the Bonds.

Book-Entry System

The Depository Trust Company, New York, New York, will act as securities depository for the Bonds. The Bonds will
be issued as fully registered securities registered in the name of Cede & Co. (DTC’s partnership nominee) or such other name as
may be requested by an authorized representative of DTC. One fully registered Bond certificate will be issued for each maturity
of each series and will be deposited with DTC.

DTC is a limited-purpose trust company organized under the New Y ork Banking Law, a “banking organization” within
the meaning of the New York Banking Law, a member of the Federal Reserve System, a “clearing corporation” within the
meaning of the New Y ork Uniform Commercial Code, and a “clearing agency” registered pursuant to the provisions of Section
17A of the Securities Exchange Act of 1934. DTC holds securities that its participants (“Direct Participants™) deposit with DTC.
DTC also facilitates the post-trade settlement among Direct Participants of sales and other securities transactions in deposited
securities, through electronic computerized book-entry transfers and pledges between Direct Participants’ accounts. This
eliminates the need for physical movement of securities certificates. Direct Participants include both U.S. and non-U.S.
securities brokers and dealers, banks, trust companies, clearing corporations, and certain other organizations. DTC is a wholly-
owned subsidiary of the Depository Trust and Clearing Corporation (“DTCC”). DTCC, in turn, is owned by a number of
Direct Participants of DTC and Members of the National Securities Clearing Corporation, Fixed Income Clearing Corporation,
and Emerging Markets Clearing Corporation, (NSCC, FICC, AND EMCC, also subsidiaries of DTCC), as well as by the New
York Stock Exchange, Inc., the American Stock Exchange LLC, and the National Association of Securities Dealers, Inc. Access
to the DTC system is also available to others such as both U.S. and non-U.S. securities brokers and dealers, banks, and trust
companies that clear through or maintain a custodial relationship with a Direct Participant, either directly or indirectly (“Indirect
Participants”). The rules applicable to DTC and its Direct and Indirect Participants (collectively “Participants™) are on file with
the Securities and Exchange Commission. More information about DTC can be found at www.dtcc.com.

Purchases of the Bonds under the DTC system must be made by or through Direct Participants, which will receive a
credit for the Bonds on DTC’s records. The ownership interest of each actual purchaser of each Bond (a “Beneficial Owner”) is
in turn to be recorded on the Direct and Indirect Participants’ records. Beneficial Owners will not receive written confirmation
from DTC of their purchase, but Beneficial Owners are expected to receive written confirmation providing details of the
transaction, as well as periodic statements of their holdings from the Direct or Indirect Participant through which the Beneficial
Owner entered into the transaction. Transfers of ownership interests in the Bonds are to be accomplished by entries made on the
books of Participants acting on behalf of Beneficial Owners. Beneficial Owners will not receive certificates representing their
ownership interests in the Bonds, except in the event that use of the book-entry-only system for the Bonds is discontinued.

To facilitate subsequent transfers, all Bonds deposited by Direct Participants with DTC are registered in the name of
DTC’s partnership nominee, Cede & Co., or such other name as may be requested by an authorized representative of DTC. The
deposit of Bonds with DTC and their registration in the name of Cede & Co. or such other DTC nominee do not effect any
change in beneficial ownership. DTC has no knowledge of the actual Beneficial Owners of the Bonds; DTC’s records reflect



only the identity of the Direct Participants to whose accounts such Bonds are credited, which may or may not be the Beneficial
Owners. The Participants will remain responsible for keeping account of their holdings on behalf of their customers.

Conveyance of notices and other communications by DTC to Direct Participants, by Direct Participants to Indirect
Participants, and by Direct Participants and Indirect Participants to Beneficial Owners will be governed by arrangements among
them, subject to any statutory or regulatory requirements as may be in effect from time to time. Beneficial Owners of Bonds
may wish to take certain steps to augment the transmission to them of notices of significant events with respect to the Bonds,
such as redemptions, defaults, and proposed amendments to documents relating to the Bonds. For example, Beneficial Owners
of Bonds may wish to ascertain that the nominee holding the Bonds for their benefit has agreed to transmit notices to Beneficial
Owners.

Redemption notices will be sent to DTC. If less than all Bonds of a maturity within an issue are being redeemed,
DTC’s practice is to determine by lot the amount of the interest of each Direct Participant in such maturity to be redeemed.

Neither DTC nor Cede & Co. (nor any other DTC nominee) will consent or vote with respect to the Bonds unless
authorized by a Direct Participant in accordance with DTC’s procedures.

Principal and interest payments on the Bonds will be made to Cede & Co. or such other nominee as may be requested
by an authorized representative of DTC. DTC’s practice is to credit Direct Participants’ accounts upon DTC’s receipt of funds
and corresponding detail information from the Paying Agent, on the payable date in accordance with their respective holdings
shown on DTC’s records. Payments by Participants to Beneficial Owners will be governed by standing instruction and
customary practices, as is the case with securities held for the accounts of customers in bearer form or registered in “street
name,” and will be the responsibility of such Participant and not of DTC, the Paying Agent or the Commission, subject to any
statutory or regulatory requirements as may be in effect from time to time. Payment of principal and interest to DTC is the
responsibility of the Paying Agent, and disbursement of such payments to Direct Participants will be the responsibility of DTC,
and disbursement of such payments to the Beneficial Owners will be the responsibility of Direct and Indirect Participants.

In the event that DTC discontinues providing its services as securities depository with respect to the Bonds at any time
by giving reasonable notice to the Commission and the Paying Agent or otherwise, in the event that no substitute or successor
securities depository is obtained, Bond certificates will be printed and delivered as provided in the Resolutions.

THE ABOVE INFORMATION CONCERNING DTC AND DTC’S BOOK-ENTRY SYSTEM HAS BEEN
OBTAINED FROM SOURCES THAT THE COMMISSION BELIEVES TO BE RELIABLE, BUT THE COMMISSION
TAKES NO RESPONSIBILITY FOR THE ACCURACY THEREOF. NEITHER THE COMMISSION NOR THE PAYING
AGENT WILL HAVE ANY RESPONSIBILITY OR OBLIGATION TO DTC PARTICIPANTS, BENEFICIAL OWNERS OR
OTHER NOMINEES OF SUCH BENEFICIAL OWNERS FOR (i) SENDING TRANSACTION STATEMENTS; (ii)
MAINTAINING, SUPERVISING OR REVIEWING, OR THE ACCURACY OF, ANY RECORDS MAINTAINED BY DTC
OR ANY DTC PARTICIPANT OR OTHER NOMINEES OF SUCH BENEFICIAL OWNERS; (iii) PAYMENT OR THE
TIMELINESS OF PAYMENT BY DTC TO ANY DTC PARTICIPANT, OR BY ANY DTC PARTICIPANT OR OTHER
NOMINEES OF BENEFICIAL OWNERS TO ANY BENEFICIAL OWNER, OF ANY AMOUNT DUE IN RESPECT OF
THE PRINCIPAL OF AND INTEREST ON THE BONDS; (iv) DELIVERY OR TIMELY DELIVERY BY DTC TO ANY
DTC PARTICIPANT, OR BY ANY DTC PARTICIPANT OR OTHER NOMINEES OF BENEFICIAL OWNERS TO ANY
BENEFICIAL OWNER, OF ANY NOTICE OR OTHER COMMUNICATION WHICH IS REQUIRED OR PERMITTED
UNDER THE TERMS OF THE RESOLUTIONS TO BE GIVEN TO BONDHOLDERS OR OWNERS OF THE BONDS; OR
(v) ANY ACTION TAKEN BY DTC OR ITS NOMINEE AS THE REGISTERED OWNER OF THE BONDS.

So long as Cede & Co., as nominee for DTC, is the registered owner of the Bonds, reference herein to the registered
owners of the Bonds (other than under the heading “LEGAL AND TAX STATUS — Tax Consequences of Owning the Bonds”
herein) shall mean Cede & Co., as aforesaid, and shall not mean the Beneficial Owners of the Bonds.

SECURITY FOR THE BONDS

The Bonds are direct and general obligations of the State. The Bonds are issued by the Commission pursuant to powers
granted to the Commission in Article VII, Section IV of the State Constitution and the Act. Article VII, Section IV,
Paragraph VI of the Constitution provides:



The full faith, credit and taxing power of the state are hereby pledged to the payment of all
public debt incurred under this article and all such debt and the interest on the debt shall be exempt
from taxation. Such debt may be validated by judicial proceedings in the manner provided by law.
Such validation shall be incontestable and conclusive.

Article VII, Section IV, Paragraph III (a) (1) of the Constitution provides:

General obligation debt may not be incurred until legislation is enacted stating the purposes,
in general or specific terms, for which such issue of debt is to be incurred, specifying the maximum
principal amount of such issue and appropriating an amount at least sufficient to pay the highest
annual debt service requirements for such issue. All such appropriations for debt service purposes
shall not lapse for any reason and shall continue in effect until the debt for which such appropriation
was authorized shall have been incurred, but the General Assembly may repeal any such
appropriation at any time prior to the incurring of such debt. The General Assembly shall raise by
taxation and appropriate each fiscal year, in addition to the sum necessary to make all payments
required under contracts entitled to the protection of the second paragraph of Paragraph I (a),
Section VI, Article IX of the Constitution of 1976, such amounts as are necessary to pay debt service
requirements in such fiscal year on all general obligation debt.

Article VII, Section IV, Paragraph III (a) (2) (A) of the Constitution provides:

The General Assembly shall appropriate to a special trust fund to be designated “State of
Georgia General Obligation Debt Sinking Fund” such amounts as are necessary to pay annual debt
service requirements on all general obligation debt. The sinking fund shall be used solely for the
retirement of general obligation debt payable from the fund. If for any reason the monies in the
sinking fund are insufficient to make, when due, all payments required with respect to such general
obligation debt, the first revenues thereafter received in the general fund of the state shall be set
aside by the appropriate state fiscal officer to the extent necessary to cure the deficiency and shall be
deposited by the fiscal officer into the sinking fund. The appropriate state fiscal officer may be
required to set aside and apply such revenues at the suit of any holder of any general obligation debt
incurred under this section.

In compliance with the above provisions of the Constitution, the General Assembly has appropriated to the “State of
Georgia General Obligation Debt Sinking Fund” (the “Sinking Fund”) amounts sufficient to pay the highest annual debt service
requirements on all outstanding general obligation debt and on the Bonds now proposed to be issued. See “PURPOSE OF THE
BONDS,” “APPENDIX A - STATE OF GEORGIA - Debt and Revenue Information,” and “APPENDIX B — Basic Financial
Statements For Fiscal Year Ended June 30, 2005.”

PURPOSE OF THE BONDS

The Constitution of the State provides that the State may incur public debt of two types for public purposes: (1) general
obligation debt and (2) guaranteed revenue debt. General obligation debt may be incurred to acquire, construct, develop, extend,
enlarge or improve land, waters, property, highways, buildings, structures, equipment or facilities of the State, its agencies,
departments, institutions and certain State authorities, to provide educational facilities for county and independent school
systems, to provide public library facilities for county and independent school systems, counties, municipalities, and boards of
trustees of public libraries or boards of trustees of public library systems, to make loans to counties, municipal corporations,
political subdivisions, local authorities and other local government entities for water or sewerage facilities or systems, and to
make loans to local government entities for regional or multijurisdictional solid waste recycling or solid waste facilities or
systems. Guaranteed revenue debt may be incurred by guaranteeing the payment of certain revenue obligations issued by an
instrumentality of the State as set forth in the Constitution. As of July 31, 2006, the State had general obligation debt
outstanding in an aggregate principal amount of $6,851,985,000 and guaranteed revenue debt outstanding in an aggregate
principal amount of $668,030,000. See "APPENDIX A - STATE OF GEORGIA - Debt and Revenue Information."



The proceeds of the Bonds are expected to be used for the purposes described below. The legislative
authorization for the Bonds, as required by the Constitution, is in appropriations enacted as follows: House Bill
121, the Fiscal Year 2003 Amended General Appropriations Act (Act No. 5, 2003 Ga. Laws, p. 29, et. seq.); House
Bill 1181, the Fiscal Year 2005 General Appropriations Act (Act No. 783, 2004 Ga. Laws, p. 994, et. seq.); House
Bill 84, the Fiscal Year 2005 Amended General Appropriations Act (Act No. 395, 2005 Ga. Laws, p. 1262, et.
seq.); House Bill 85, the Fiscal Year 2006 General Appropriations Act (Act No. 396, 2005 Ga. Laws, p. 1319, et.
seq.); House Bill 1026, the Fiscal Year 2006 Amended General Appropriations Act (Act No. 949); and, House Bill
1027, the Fiscal Year 2007 General Appropriations Act (Act No. 950).

$ 5,280,000
2,500,000

1,600,000

860,000
10,755,000
2,470,000
1,000,000
3,000,000
19,055,000

$ 46,520,000

$219,175,000

12,015,000

1,805,000
27,425,000
13,965,000

41,000,000

5,000,000
600,000
15,020,000

2,000,000

2006F

To finance projects and facilities for the Department of Corrections.

To finance projects and facilities for the State Forestry Commission.

To acquire, construct, develop, extend, enlarge, or improve land, waters, property, highways,
buildings, structures, equipment, or facilities of the state, its agencies, departments, and
institutions through the Georgia State Financing and Investment Commission.

To finance projects and facilities for the Department of Human Resources.

To finance projects and facilities for the Department of Juvenile Justice.

To finance projects and facilities for the Department of Labor.

To finance projects and facilities for the Department of Natural Resources.

To finance projects and facilities for the Department of Revenue.

To finance projects and facilities for the Board of Regents of the University System of Georgia.

Total 2006F Bonds

2006G

To finance educational facilities for county and independent school systems through the State
Board of Education.

To finance projects and facilities for the Department of Corrections.

To finance projects and facilities for the Department of Defense.

To finance projects and facilities for the Department of Economic Development.
To finance projects and facilities for the Department of Human Resources.

To finance loans to local governments and local government entities for water or sewerage
facilities or systems for the Georgia Environmental Facilities Authority.

To finance projects and facilities for the Georgia Building Authority.
To finance projects and facilities for the State Forestry Commission.
To finance projects and facilities for the Georgia Ports Authority.

To finance projects and facilities for the Department of Natural Resources.



159,050,000 To finance projects and facilities for the Board of Regents of the University System of Georgia.

2,000,000 To provide public library facilities through the Board of Regents of the University System of
Georgia by grant to the governing Board of the Forsyth County Public Library.

2,000,000 To provide public library facilities through the Board of Regents of the University System of
Georgia by grant to the governing Board of the Hall County Public Library.

1,035,000 To provide public library facilities through the Board of Regents of the University System of
Georgia by grant to the governing Board of the Henry County Public Library.

810,000 To provide public library facilities through the Board of Regents of the University System of
Georgia by grant to the governing Board of the Barrow County Public Library.

1,765,000 To provide public library facilities through the Board of Regents of the University System of
Georgia by grant to the governing Board of the Tifton-Tift County Public Library.

27,580,000  To finance projects and facilities for the Department of Technical and Adult Education.

$ 532,245,000 Total 2006G Bonds

The Act provides that the Commission shall be responsible for the proper application of the proceeds of the Bonds to
the purposes for which they are incurred and that the proceeds received from the sale of the Bonds shall be held in trust by the
Commission and disbursed promptly by the Commission in accordance with the original purpose set forth in the authorization of
the General Assembly and in accordance with rules and regulations established by the Commission.

AUTHORIZED INDEBTEDNESS

In the 2006 Legislative Session, the General Assembly authorized and the Governor approved $1,125,675,000 in
aggregate principal amount of new general obligation debt, the proceeds of which are to be used for various planned capital
projects of the State, its departments and agencies. In the 2006 Legislative Session, the General Assembly also de-authorized
$4,400,500 in aggregate principal amount of previously authorized general obligation debt. Taking into account the issuance of
the Bonds by the Commission on behalf of the State, there will be $1,009,794,000 of unissued authorized indebtedness from the
current year and prior years. See "APPENDIX A - STATE OF GEORGIA - Authorized Indebtedness.”

THE COMMISSION

In November of 1972, the voters of the State of Georgia approved a comprehensive amendment to the Constitution of
1945 (Ga. Laws 1972, p. 1523, et seq., hereinafter referred to as the "Amendment") which permitted the State to finance its
capital outlay needs directly through the issuance of general obligation debt. Prior to the adoption of the Amendment, the State's
capital outlay needs were met through the issuance of bonds by ten separate State authorities and secured by lease rental
agreements between the authorities and various State departments and agencies. The provisions of the Amendment were
implemented by the General Assembly in 1973 with the enactment of the Act, and the constitutionality of the new system of
State financing was favorably adjudicated by the Supreme Court of Georgia in a decision rendered on October 16, 1974, in Sears
v. State of Georgia, 232 Ga. 547 (1974). In November of 1982, the voters of the State of Georgia ratified a new State
Constitution, which became effective July 1, 1983, and such new Constitution continues the Amendment in full force and effect.

The Commission is an agency and instrumentality of the State, and its members are the Governor, the President of the
Senate, the Speaker of the House of Representatives, the State Auditor, the Attorney General, the Director of the Office of
Treasury and Fiscal Services and the Commissioner of Agriculture.



The Commission is responsible for the issuance of all public debt of the State, including general obligation debt and
guaranteed revenue debt. The Commission is further responsible for the proper application of the proceeds of such debt to the
purposes for which it is incurred.

The Commission has two statutory divisions, a Financing and Investment Division and a Construction Division, each
administered by a Director who reports directly to the Commission. The Financing and Investment Division performs all services
relating to the issuance of public debt, the investment and accounting of all proceeds derived from the incurring of general
obligation debt or such other amounts as may be appropriated to the Commission for capital outlay purposes, the management of
other State debt, and all financial advisory matters pertaining thereto. The Construction Division is responsible for all
construction and construction related matters resulting from the issuance of public debt or from any such other amounts as may
be appropriated to the Commission for capital outlay purposes, except that in the case of bond proceeds for public road and
bridge construction or reconstruction, the Commission contracts with the Department of Transportation or the Georgia Highway
Authority for the supervision of and contracting for designing, planning, building, rebuilding, constructing, improving,
operating, owning, maintaining, leasing and managing of public roads and bridges for which general obligation debt has been
authorized and in all other cases when the Commission shall contract with a State department, authority or agency for the
acquisition or construction of projects under the policies, standards and operating procedures established by the Commission.
The Construction Division is also responsible for performing such construction-related services for State agencies and
instrumentalities as may be assigned to the Commission by Executive Order of the Governor.

See "APPENDIX A - STATE OF GEORGIA - Debt and Revenue Information" for information regarding, among other
things, the State's appropriations and debt limitations, State revenues, authorized indebtedness, outstanding debt, State treasury
receipts, assessed valuation and debt ratios, analysis of general fund receipts and revenues. See "APPENDIX B - STATE OF
GEORGIA — Basic Financial Statements for Fiscal Year Ended June 30, 2005" for information regarding, among other things,
the budgetary processes, the accounting policies, the retirement systems, and the financial position of the State. See
"APPENDIX C - STATE OF GEORGIA - Statistical Information" for certain information regarding the economy and population
of the State.

INVESTMENT OF STATE FUNDS

All funds within the State Treasury (which include proceeds of general obligation debt administered by the
Commission) are invested in accordance with Georgia law and the investment policy established by the State Depository Board
(the "Investment Policy"). The Investment Policy has four objectives. Each portfolio is managed in a manner that is intended to
(1) preserve principal, (2) ensure adequate liquidity, (3) obtain a market rate of return taking cash flow requirements into
consideration and (4) diversify the portfolio. The Investment Policy also sets forth various credit constraints and limitations, as
discussed more fully below.

The Act provides that investments of proceeds of general obligation debt shall be limited to (i) general obligations of
the United States or of subsidiary corporations of the United States government fully guaranteed by such government, (ii)
obligations issued by the Federal Land Bank, Federal Home Loan Bank, Federal Intermediate Credit Bank, Bank for
Cooperatives, Federal Farm Credit Banks regulated by the Farm Credit Administration, Federal Home Loan Mortgage
Corporation, Federal National Mortgage Association, (iii) tax exempt obligations issued by any state, county, municipal
corporation, district, or political subdivision, or civil division or public instrumentality of any such government or unit of such
government, (iv) prime bankers’ acceptances, (v) units of any unit investment trusts the assets of which are exclusively invested
in obligations of the type described above, or (vi) shares of any mutual fund the investments of which are limited to securities of
the type described in clauses (i), (ii), (iii), and (iv) above and distributions from which are treated for federal income tax
purposes in the same manner as the interest on such obligations, provided that at the time of investment such obligations or the
obligations held by any such unit investment trust or the obligations held or to be acquired by any such mutual fund are limited
to obligations which are rated within one of the top two rating categories of any nationally recognized rating service or any
rating service recognized by the State Commissioner of Banking and Finance, and no others, or to securities lending transactions
involving securities of the type described in this paragraph.

The Act provides that the Sinking Fund investments shall be restricted to obligations constituting direct and general
obligations of the United States government or obligations unconditionally guaranteed as to the full and timely payment of
principal and interest by the United States government, maturing no longer than 12 months from date of purchase.



The State is authorized under Georgia law to invest its general fund monies in (i) bankers’ acceptances; (ii) commercial
paper; (iii) bonds, bills, certificates of indebtedness, notes, or other obligations of the United States and its subsidiary
corporations and instrumentalities or entities sanctioned or authorized by the United States government including, but not limited
to, obligations or securities issued or guaranteed by Banks for Cooperatives regulated by the Farm Credit Administration, the
Commodity Credit Corporation, Farm Credit Banks regulated by the Farm Credit Administration, Federal Assets Financing
Trusts, the Federal Financing Bank, Federal Home Loan Banks, the Federal Home Loan Mortgage Corporation, the Federal
National Mortgage Association, the Financial Assistance Corporation chartered by the Farm Credit Administration, the
Government National Mortgage Association, the Import-Export Bank, Production Credit Associations regulated by the Farm
Credit Administration, the Resolution Trust Corporation, and the Tennessee Valley Authority; (iv) obligations of corporations
organized under the laws of Georgia or any other state but only if the corporation has a market capitalization equivalent of at
least $100 million; provided, however, that such obligation shall be listed as investment grade by a nationally recognized rating
agency; (v) bonds, notes, warrants, and other securities not in default which are the direct obligations of the government of any
foreign country which the International Monetary Fund lists as an industrialized country and for which the full faith and credit of
such government has been pledged for the payment of principal and interest, provided that such securities are listed as
investment grade by a nationally recognized rating agency; and, provided, further, such securities are fully negotiable and
transferable; or (vi) obligations issued, assumed, or guaranteed by the International Bank for Reconstruction and Development or
the International Financial Corporation, provided that such securities are listed as investment grade by a nationally recognized
rating agency and are fully negotiable and transferable. The Depository Board may also permit the lending of any securities of
the type identified in this paragraph.

Georgia law also provides that the State may invest in the securities described above by selling and purchasing such
obligations under agreements to resell or repurchase the obligations at a date certain in the future at a specific price which
reflects a premium over the purchase or selling price equivalent to a stated rate of interest ("Repurchase Agreements").

Because of the credit constraints and limitations contained in the Investment Policy, the State is currently investing the
monies on deposit in its general fund in (1) direct obligations of the United States Treasury, (2) obligations unconditionally
guaranteed by agencies of the United States government; obligations of subsidiary corporations and instrumentalities or entities
sanctioned or authorized by the United States government, (3) Repurchase Agreements with dealers and banks that have a
minimum of $75,000,000 in capital, provided that the Repurchase Agreements are collateralized by United States government
obligations or securities guaranteed by agencies of the United States government with a market value of at least 102% of the
Repurchase Agreement, (4) certificates of deposit with a maturity of five years or less that are collateralized by securities with a
market value of at least 110% of the certificate of deposit, (5) bankers’ acceptances, and (6) commercial paper.

The State is also authorized under Georgia law to invest monies on deposit in its general fund in time deposits with
depositories. Pursuant to Georgia law and the Investment Policy, the State requires collateralization of time deposits in an
amount equal to 110% of the time deposit.

The State Treasury also manages Georgia's Local Government Investment Pools ("Georgia Fund 1" and the “Georgia
Extended Asset Pool”). The local government monies invested in Georgia Fund 1 are commingled with State operating funds in
the Georgia Fund 1 portfolio. The Georgia Fund 1 portfolio maintains a Standard & Poor’s AAAm rating and a maximum
weighted average maturity of 60 days or less. The Georgia Extended Asset Pool consists of core deposits of the State, State
agencies, and local governments. The Georgia Extended Asset Pool maintains a Standard & Poor’s rating of AAAf and a
maximum duration of 18 months. In addition, the State Treasury manages State health insurance fiduciary funds and State risk
management fiduciary funds.

LEGAL AND TAX STATUS
Legality for Investments

The Act provides that the Bonds are securities in which all public officers and bodies of the State and all municipalities
and all municipal subdivisions, all insurance companies and associations and other persons carrying on an insurance business, all
banks, bankers, trust companies, saving banks and savings associations, including savings and loan associations, building and
loan associations, investment companies and other persons carrying on a banking business, all administrators, guardians,
executors, trustees and other fiduciaries and all other persons whatsoever who are authorized to invest in bonds or other
obligations of the State may properly and legally invest funds, including capital, in their control or belonging to them. The Act



further provides that the Bonds are securities which may be deposited with and shall be received by all public officers and bodies
of the State and all municipalities and municipal subdivisions for any purpose for which the deposit of the Bonds or other
obligations of the State may be authorized.

Tax Consequences of Owning the Bonds

Federal Tax Exemption. In the opinion of King & Spalding LLP, Atlanta, Georgia, Bond Counsel, under existing law,
interest on the Bonds is excludable from gross income for federal income tax purposes and is not an item of tax preference for
purposes of the federal alternative minimum tax imposed on individuals and corporations; however, such interest is taken into
account in determining adjusted current earnings for the purpose of computing the alternative minimum tax imposed on certain
corporations.

The opinion of Bond Counsel is subject to the condition that the State, acting by and through the Commission (in such
capacity, the “Issuer”) comply with all requirements of the Internal Revenue Code of 1986, as amended (the “Code”), that must
be satisfied subsequent to the issuance of the Bonds in order that interest thereon be, and continue to be, excludable from gross
income for federal income tax purposes. The Issuer has covenanted to comply with all such requirements. Failure to comply
with certain of such requirements may cause interest on the Bonds to be included in gross income for federal income tax
purposes retroactively to the date of issuance of the Bonds.

State Tax Exemption. In the opinion of Bond Counsel, under existing law, interest on the Bonds is exempt from present
state income taxation within the State of Georgia. Interest on the Bonds may or may not be subject to state or local income
taxation in jurisdictions other than the State of Georgia. Each purchaser of the Bonds should consult his or her own tax advisor
regarding the tax-exempt status of interest on the Bonds in a particular state or local jurisdiction other than the State of Georgia.

Original Issue Discount. In the opinion of Bond Counsel, under existing law, the original issue discount in the selling
price of each Bond maturing on , to the extent properly allocable to each owner of such Bond, is excluded from
gross income for federal income tax purposes with respect to such owner. The original issue discount is the excess of the stated
redemption price at maturity of such Bond over the initial offering price to the public, excluding underwriters and other
intermediaries, at which price a substantial amount of the Bonds of such maturity were sold.

Under Section 1288 of the Code, original issue discount on tax-exempt bonds accrues on a compound basis. The amount
of original issue discount that accrues to an owner of a Bond during any accrual period generally equals (i) the issue price of
such Bond plus the amount of original issue discount accrued in all prior accrual periods, multiplied by (ii) the yield to maturity
of such Bond (determined on the basis of compounding at the close of each accrual period and properly adjusted for the length of
the accrual period), less (iii) any interest payable on such Bond during such accrual period. The amount of original issue
discount so accrued in a particular accrual period will be considered to be received ratably on each day of the accrual period, will
be excluded from gross income for federal income tax purposes, and will increase the owner's tax basis in such Bond. Any gain
realized by an owner from a sale, exchange, payment or redemption of a Bond will be treated as gain from the sale or exchange
of such Bond.

Premium. An amount equal to the excess of the purchase price of a Bond over its stated redemption price at maturity
constitutes premium on such Bond. A purchaser of a Bond must amortize any premium over such Bond's term using constant
yield principles, based on the purchaser's yield to maturity. As premium is amortized, the purchaser's basis in such Bond is
reduced by a corresponding amount, resulting in an increase in the gain (or decrease in the loss) to be recognized for federal
income tax purposes upon a sale or disposition of such Bond prior to its maturity. Even though the purchaser's basis is reduced,
no federal income tax deduction is allowed. Purchasers of any Bond at a premium, whether at the time of initial issuance or
subsequent thereto, should consult their own tax advisors with respect to the determination and treatment of premium for federal
income tax purposes and with respect to state and local tax consequences of owning such Bond.

Collateral Federal Tax Consequences. Bond Counsel expresses no opinion regarding federal tax consequences arising
with respect to the Bonds other than as set forth above. For example, prospective purchasers should be aware that Section 265 of
the Code denies a deduction for interest on indebtedness incurred or continued to purchase or carry tax-exempt obligations or, in
the case of a financial institution (within the meaning of Section 265(b)(5) of the Code), that portion of such financial
institution's interest expense allocable to tax-exempt interest.
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Prospective purchasers of the Bonds should be aware that ownership of the Bonds may also result in collateral federal
income tax consequences to certain taxpayers, including, without limitation, financial institutions, insurance companies,
individual recipients of Social Security or Railroad Retirement benefits, certain S corporations with “excess net passive income,”
and foreign corporations subject to the branch profits tax. Bond Counsel will not express any opinion as to such collateral
consequences. Prospective purchasers of the Bonds should consult their tax advisors as to collateral federal income tax
consequences.

VALIDATION

As required by and in accordance with the procedure of the Act, the Bonds will be validated prior to delivery by order
of the Superior Court of Fulton County, Georgia.

RATINGS

Moody's Investors Service, Inc., Standard & Poor's Ratings Services, a division of The McGraw-Hill Companies, Inc.
and Fitch Ratings have given the Bonds ratings of " ", " "and " " respectively. Any desired explanation of the
significance of such ratings should be obtained from the rating agency furnishing it. Generally, rating agencies base their ratings
on information and materials furnished to the agencies and on investigations, studies and assumptions by the rating agencies.
There is no assurance that any rating will remain in effect for a given period of time or that any rating will not be lowered or
withdrawn entirely if, in the judgment of the agency originally establishing the rating, circumstances so warrant. Any such
change or withdrawal of a rating could have an adverse effect on the market price of the Bonds. Except as described under
“CONTINUING DISCLOSURE,” neither the Commission nor the Underwriter has undertaken any responsibility either to bring
to the attention of the holders of the Bonds any proposed revision, suspension or withdrawal of a rating or to oppose any such
revision, suspension or withdrawal.

LEGAL MATTERS

Legal matters incident to the validity of the Bonds are subject to the approving opinions of King & Spalding LLP,
Atlanta, Georgia, Bond Counsel. Bond Counsel has not been engaged to express any opinion with respect to the accuracy,
completeness or sufficiency of any offering documents used in connection with the offering or sale of the Bonds. Copies of the
proposed text of the opinions of Bond Counsel are set forth in “APPENDIX E” and “APPENDIX F.” A signed copy of such
opinions for the Bonds, dated and speaking only as of the date of original delivery of the Bonds, will be available at the time of
original delivery of the Bonds. See “LEGAL AND TAX STATUS,” herein. Certain legal matters will be passed on for the
State by its disclosure counsel, Kutak Rock LLP, Atlanta, Georgia.

ABSENCE OF CERTAIN LITIGATION

The Commission and the State, like other similar entities, are each subject to a variety of suits and proceedings arising in
the ordinary conduct of its affairs. The Commission, after reviewing the current status of all pending and threatened litigation
with its counsel, the Department of Law of the State, believes that, while the outcome of litigation cannot be predicted, the final
settlement of all lawsuits that have been filed and of any actions or claims pending or threatened against the Commission or its
officials in such capacity are adequately covered by insurance or self-insurance reserves maintained by the Commission or will
not have a material adverse effect upon the financial position or results of operations of the Commission. The Commission, on
behalf of the State, after reviewing the current status of all pending and threatened litigation with the State’s counsel, the
Department of Law of the State, believes that, while the outcome of litigation cannot be predicted, the final settlement of all
lawsuits that have been filed and of any actions or claims pending or threatened against the State or its officials in such capacity
are adequately covered by insurance or self-insurance reserves maintained by the State or will not have a material adverse effect
upon the financial position or results of operations of the State. See “APPENDIX A - STATE OF GEORGIA - Debt and
Revenue Information - Georgia Revenues, Actual and Estimated - Significant Contingent Liabilities” and “APPENDIX B -
STATE OF GEORGIA - Basic Financial Statements for Fiscal Year Ended June 30, 2005 - Combined Financial Statements -
Notes to the Financial Statements - Note 13: Contingencies.”
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There is no controversy or litigation pending, or to the knowledge of the Commission threatened, seeking to restrain or
enjoin the issuance, sale, execution or delivery of the Bonds or the pledge by the State of the full faith, credit and taxing power of
the State to the payment of the Bonds, or the organization or powers of the Commission, including the power to issue general
obligation debt on behalf of the State and to pledge the full faith, credit and taxing power of the State to the payment thereof. The
State is a party to certain litigation from time to time, which the Commission believes will not have a material adverse effect upon
the ability of the Commission, on behalf of the State, to issue, sell, execute and deliver the Bonds and pledge the full faith, credit
and taxing power of the State to the payment thereof.

CERTIFICATION AS TO OFFICIAL STATEMENT

At the time of payment for and delivery of the Bonds, the Chairman and Secretary of the Commission will furnish a
certificate to the effect that, to the best of their knowledge, the final Official Statement does not, as of the date of delivery of the
Bonds, contain any untrue statement of a material fact or omit to state a material fact which should be included therein for the
purpose for which the final Official Statement is to be used or which is necessary in order to make the statements contained
therein, in light of the circumstances in which they were made, not misleading.

FINANCIAL STATEMENTS

The Basic Financial Statements as of and for the Fiscal Year ended June 30, 2005, included as Appendix B, have been
prepared by the State Accounting Office and audited by the Department of Audits and Accounts. Constitutional and statutory
provisions of the State of Georgia did not provide for a position or organizational unit responsible for the preparation of
statewide financial statements prior to fiscal year 2005. However, an Executive Order, issued October 6, 2004, authorized the
establishment of duties within the executive branch to prepare statewide financial statements, and on July 1, 2005, statutory
provisions of the State of Georgia became effective establishing the State Accounting Office, whose duties include the
preparation of consolidated financial statements for the State of Georgia and maintenance of the Accounting Procedures Manual
for the State of Georgia.

With the change in responsibility for preparation of the Comprehensive Annual Financial Report (of which the Basic
Financial Statements included as Appendix B hereto are a part), there is no longer an impairment of independence in the
auditor’s rendering of an opinion on these financial statements. As such, the qualification for independence that appeared in
previous reports has been removed.

The audit report of the Department of Audits and Accounts is modified because of uncertainties relating to adjustments
made to the Unemployment Compensation Fund (major proprietary fund) maintained by the Georgia Department of Labor.
Because the Georgia Department of Labor was unable to “provide evidential matter to support $34,161,666 of the adjusting
entries,” the opinion of Department of Audits and Accounts relating to the Statement of Revenues, Expenses, and Changes in
Fund Net Assets and the Statement of Cash Flows of this major proprietary fund was qualified. This qualification did not extend
to the Statement of Net Assets of this major proprietary fund which, according to the Department of Audits and Accounts, is
fairly presented.

According to the audit report of the Department of Audits and Accounts, the financial statements of all other major
funds, aggregated remaining funds, aggregated discretely presented component units, business-type activities, and governmental
activities are fairly presented, except for the effects of not maintaining adequate systems to account for leases relating to
governmental activities, as explained in Appendix B.

CONTINUING DISCLOSURE

The State has covenanted for the benefit of the owners of the Bonds to provide certain financial information and
operating data relating to the State by not later than twelve (12) months after the end of each Fiscal Year, commencing with
Fiscal Year 2006 (the "Annual Report"), and to provide notice of the occurrence of certain events, if material (the "Material
Events"). The Annual Report and any notices of Material Events will be filed by the State with each Nationally Recognized
Municipal Securities Information Repository and with any similar repositories established by the State (if any). The specific
nature of the information to be contained in the Annual Report and a description of the Material Events is provided in
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“APPENDIX D — Continuing Disclosure Certificate.” These covenants have been made in order to assist the Underwriters in
complying with Securities and Exchange Commission Rule 15¢2-12(b) (5) (the "Rule"). The State has never failed to comply in
all material respects with any previous undertakings with regard to the Rule to provide annual reports or notices of material
events.

MISCELLANEOUS

The references herein to the Bonds and the Resolutions are brief outlines of certain provisions thereof. Such outlines do
not purport to be complete. For full and complete statements of such provisions, reference is made to the Bonds and the
Resolutions. Copies of the Resolutions are on file in the offices of the Commission and of the Underwriter and following the
delivery of the Bonds will be on file at the principal corporate trust office of the Paying Agent.

The agreements of the Commission with the holders of the Bonds are fully set forth in the Bonds and the Resolutions,
and neither any advertisement of the Bonds nor this Official Statement is to be construed as constituting an agreement by the
Commission with the purchasers of the Bonds.

The attached Appendices are integral parts of this Official Statement and should be read together with all of the
foregoing statements. All estimates and other statements in this Official Statement, including the Appendices attached hereto,
involving matters of opinion, whether or not expressly so stated, are intended as such and not as representations of fact.

The execution and distribution of this Official Statement have been approved in connection with the public offering of
the Bonds, and this Preliminary Official Statement has been “deemed final” as of its date by the Commission for purposes of
Rule 15¢2-12 of the Securities and Exchange Commission, except for “permitted omissions” under such Rule.

[s/

Russell W. Hinton

Secretary and Treasurer

Georgia State Financing and Investment Commission
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STATE OF GEORGIA

General

This Appendix A to the Official Statement sets forth certain information with respect to the constitutional and statutory
limitations with respect to indebtedness incurred by the State and its various institutions, departments and agencies and certain
selected budgetary and financial data.

Appropriations and Debt Limitations
Article III, Section IX, Paragraph IV (b) of the Constitution of the State of Georgia (the "Constitution") provides:

The General Assembly shall not appropriate funds for any given fiscal year which, in
aggregate, exceed a sum equal to the amount of unappropriated surplus expected to have accrued
in the state treasury at the beginning of the fiscal year together with an amount not greater than the
total treasury receipts from existing revenue sources anticipated to be collected in the fiscal year,
less refunds, as estimated in the budget report and amendments thereto.

Article III, Section IX, Paragraph V of the Constitution provides:

In addition to the appropriations made by the general appropriations Act and amendments
thereto, the General Assembly may make additional appropriations by Acts, which shall be known
as supplementary appropriations Acts, provided no such supplementary appropriation shall be
available unless there is an unappropriated surplus in the state treasury or the revenue necessary to
pay such appropriation shall have been provided by a tax laid for such purpose and collected into
the general fund of the state treasury.

Article VII, Section IV, Paragraph III (a) (1) of the Constitution provides:

All such appropriations for debt service purposes shall not lapse for any reason and shall
continue in effect until the debt for which such appropriation was authorized shall have been
incurred, but the General Assembly may repeal any such appropriation at any time prior to the
incurring of such debt.

Article VII, Section I'V, Paragraph I of the Constitution provides that the State may incur public debt of two types for
public purposes: (1) general obligation debt and (2) guaranteed revenue debt. Pursuant to subparagraph (c), (d), and (e) of
Paragraph I, general obligation debt may be incurred to acquire, construct, develop, extend, enlarge or improve land, waters,
property, highways, buildings, structures, equipment or facilities of the State, its agencies, departments, institutions and certain
State authorities, to provide educational facilities for county and independent school systems, to provide public library
facilities for county and independent school systems, counties, municipalities, and boards of trustees of public libraries or
boards of trustees of public library systems, to make loans to counties, municipal corporations, political subdivisions, local
authorities and other local government entities for water or sewerage facilities or systems, and to make loans to local
government entities for regional or multijurisdictional solid waste recycling or solid waste facilities or systems. Pursuant to
subparagraph (f) of Paragraph I, guaranteed revenue debt may be incurred by guaranteeing the payment of certain revenue
obligations issued by an instrumentality of the State to finance certain specified public projects.

Article VII, Section IV, Paragraph II (b) - (e) of the Constitution provides that:

(b) No debt may be incurred under subparagraphs (c), (d), and (e) of Paragraph I of this section or
Paragraph V of this section at any time when the highest aggregate annual debt service
requirements for the then current year or any subsequent year for outstanding general obligation
debt and guaranteed revenue debt, including the proposed debt, and the highest aggregate annual
payments for the then current year or any subsequent fiscal year of the state under all contracts
then in force to which the provisions of the second paragraph of Article IX, Section VI,
Paragraph I(a) of the Constitution of 1976 are applicable, exceed 10 percent of the total revenue
receipts, less refunds, of the state treasury in the fiscal year immediately preceding the year in
which any such debt is to be incurred.



(¢) No debt may be incurred under subparagraphs (c) and (d) of Paragraph I of this section at any time
when the term of the debt is in excess of 25 years.

(d) No guaranteed revenue debt may be incurred to finance water or sewage treatment facilities or
systems when the highest aggregate annual debt service requirements for the then current year or
any subsequent fiscal year of the state for outstanding or proposed guaranteed revenue debt for
water facilities or systems or sewage facilities or systems exceed 1 percent of the total revenue
receipts less refunds, of the state treasury in the fiscal year immediately preceding the year in which
any such debt is to be incurred.

(e) The aggregate amount of guaranteed revenue debt incurred to make loans for educational purposes
that may be outstanding at any time shall not exceed $18 million, and the aggregate amount of
guaranteed revenue debt incurred to purchase, or to lend or deposit against the security of, loans for
educational purposes that may be outstanding at any time shall not exceed $72 million.

In addition, Article VII, Section IV, Paragraph IV of the Constitution provides:

The state, and all state institutions, departments and agencies of the state are prohibited from
entering into any contract, except contracts pertaining to guaranteed revenue debt, with any public
agency, public corporation, authority, or similar entity if such contract is intended to constitute
security for bonds or other obligations issued by any such public agency, public corporation, or
authority and, in the event any contract between the state, or any state institution, department or
agency of the state and any public agency, public corporation, authority or similar entity, or any
revenues from any such contract, is pledged or assigned as security for the repayment of bonds or
other obligations, then and in either such event, the appropriation or expenditure of any funds of the
state for the payment of obligations under any such contract shall likewise be prohibited.

Article VII, Section IV, Paragraph I (b) of the Constitution provides that the State may incur: "Public debt to supply a
temporary deficit in the state treasury in any fiscal year created by a delay in collecting the taxes of that year. Such debt shall not
exceed, in the aggregate, 5 percent of the total revenue receipts, less refunds, of the state treasury in the fiscal year immediately
preceding the year in which such debt is incurred. The debt incurred shall be repaid on or before the last day of the fiscal year in
which it is incurred out of taxes levied for that fiscal year. No such debt may be incurred in any fiscal year under the provisions
of this subparagraph (b) if there is then outstanding unpaid debt from any previous fiscal year which was incurred to supply a
temporary deficit in the state treasury." No such debt has been incurred under this provision since its inception.

See "SECURITY FOR THE BONDS" and "APPENDIX B - Combined Financial Statements - Notes to the Financial
Statements - Note 1 - Budgets" herein.

Reserves

With respect to the revenue shortfall reserve and the midyear adjustment reserve, the Official Code of Georgia Annotated
Section 45-12-93 was amended in 2005 and now provides:

a) There shall be a reserve of state funds known as the “Revenue Shortfall Reserve.”

b) The amount of all surplus in state funds existing as of the end of each fiscal year shall be reserved and added to the
Revenue Shortfall Reserve. Funds in the Revenue Shortfall Reserve shall carry forward from fiscal year to fiscal
year, without reverting to the general fund at the end of a fiscal year. The Revenue Shortfall Reserve shall be
maintained, accumulated, appropriated, and otherwise disbursed only as provided in this Code section.

c¢) Foreach existing fiscal year, the General Assembly may appropriate from the Revenue Shortfall Reserve an amount
up to 1 percent of the net revenue collections of the preceding fiscal year for funding increased K-12 needs.

d) The Governor may release for appropriation by the General Assembly a stated amount from funds in the Revenue
Shortfall Reserve that are in excess of 4 percent of the net revenue of the preceding fiscal year.

e) As of the end of each fiscal year, an amount shall be released from the Revenue Shortfall Reserve to the general
fund to cover any deficit by which total expenditures and contractual obligations of state funds authorized by
appropriation exceed net revenue and other amounts in state funds made available for appropriation.

f) The combined Revenue Shortfall Reserve and the Midyear Adjustment Reserve existing on the effective date of this
subsection shall become the Revenue Shortfall Reserve provided for in this Code section.

g) Any other provision of law notwithstanding, the General Assembly is authorized to appropriate $7 million for State
Fiscal Year 2005 from the Revenue Shortfall Reserve.

h) The Revenue Shortfall Reserve shall not exceed 10 percent of the previous fiscal year’s net revenue for any given
fiscal year.



Authorized Indebtedness

The following table sets forth by purpose the aggregate principal amount of general obligation debt and guaranteed revenue
debt authorized by the General Assembly of the State to be issued during the fiscal years ended June 30, 1975, through June 30,
2007. The amounts of such general obligation debt and guaranteed revenue debt actually issued (including the Bonds) and the
amounts authorized but unissued have been aggregated for presentation in the third and fourth columns of this table and labeled
“State Obligations Issued” and “Unissued Authorized Indebtedness.”

General Obligation Debt Guaranteed Revenue Unissued Authorized

Purpose Authorized Debt Authorized State Obligations Issued Indebtedness
Transportation $3,762,755,000 $755,245,000 $4,021,600,000 $496,400,000
School Construction 3,922,685,000 3,674,100,000 248,585,000
University Facilities 3,180,855,000 3,083,953,000 96,902,000
World Congress Center 619,330,000 615,330,000 4,000,000
Human Resources Facilities 288,840,000 281,705,000 7,135,000
Port Facilities 595,715,000 577,315,000 18,400,000
Correctional Facilities 765,060,000 761,160,000 3,900,000
Public Safety Facilities 66,745,000 66,745,000 0
Georgia Bureau of Investigation 77,925,000 77,925,000 0
Georgia Department of Revenue 7,325,000 7,325,000 0
Department of Labor 43,875,000 43,875,000 0
Department of Natural Resources 519,840,000 507,560,000 12,280,000
Technical & Adult Education 901,119,000 814,492,000 86,627,000
Environmental Facilities Auth. 403,000,000 97,470,000 479,470,000 21,000,000
Dept. of Administrative Services 57,605,000 57,605,000 0
Department of Agriculture 32,530,000 32,530,000 0
Georgia Building Authority 489,810,000 486,710,000 3,100,000
Stone Mountain Memorial Assn. 48,400,000 48,400,000 0
Department of Veterans Services 9,720,000 8,970,000 750,000
Jekyll Island State Park Authority 28,190,000 28,190,000 0
Secretary of State 55,050,000 55,050,000 0
Department of Defense 16,540,000 14,825,000 1,715,000
Department of Community Affairs 8,200,000 8,200,000 0
Economic Development 149,265,000 141,265,000 8,000,000
Ga. Emergency Mgmt. Agency 200,000 200,000 0
Soil & Water Conservation 3,840,000 3,840,000 0
Department of Juvenile Justice 221,040,000 221,040,000 0
Georgia Golf Hall of Fame 6,000,000 6,000,000 0
Georgia Forestry Commission 13,875,000 13,875,000 0
Georgia Agricultural Exposition Auth. 14,055,000 14,055,000 0
Other 31,600,000 30,600,000 1,000,000
Subtotal 16,340,989,000 852,715,000 16,183,910,000 $1,009,794,000
1986B Refunding Bonds 441,575,000 441,575,000
Less Bonds Refunded by 1986B -356,325,000 -356,325,000
1992A Refunding Bonds 169,735,000 169,735,000
Less Bonds Refunded by 1992A -158,755,000 -158,755,000
1993E Refunding Bonds 599,820,000 599,820,000
Less Bonds Refunded by 1993E -539,580,000 -539,580,000
GEFA Series 1997 Refunding 0 79,890,000 79,890,000
Less Bonds Refunded by Series 1997 0 -76,400,000 -76,400,000
GA 400 Tollway Series 1998 0 89,020,000 89,020,000
Less Bonds Refunded by Series 1998 0 -85,585,000 -85,585,000
1998E Refunding Bonds 142,425,000 142,425,000
Less Bonds Refunded by 1998E -139,115,000 -139,115,000
2004C Refunding Bonds 458,605,000 458,605,000
Less Bonds Refunded by 2004C -466,670,000 -466,670,000
2005B Refunding Bonds 425,000,000 425,000,000
Less Bonds Refunded by 2005B -432.005.000 -432.005.,000
Grand Total $16,485,699,000 $859,640,000 $16,335,545,000 $1,009,794,000

Source: Georgia State Financing and Investment Commission
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Outstanding Debt

The following table sets forth the outstanding principal amount of indebtedness of the State on July 31, 2006, assuming the
Bonds were issued and outstanding as of this date. Upon the issuance of the Bonds, there will be $1,009,794,000 of unissued, but
authorized general obligation debt. There is no unissued, but authorized guaranteed revenue debt.

Original Amount Outstanding
State Obligations:
General Obligation Debt $14,897,140,000 $6,851,985,000%*
Guaranteed Revenue Debt 859,640,000 668,030,000
The Bonds 578.765,000 578.765.000
Net State Obligations $16,335,545,000 $8,098,780,000

* After July 1, 2006 principal payments (see ‘Outstanding Debt Service,” below) and market transactions in July (see
‘Market Transactions to Retire Debt’ on page A-5).

Source: Georgia State Financing and Investment Commission

The State periodically acquires certain property and equipment through multiyear lease, purchase, or lease purchase
contracts that are considered for accounting purposes to be capital lease or installment purchase obligations. The State also
periodically leases land, office facilities, office and computer equipment, and other assets pursuant to leases that are considered
for accounting purposes to be operating leases. For information regarding outstanding capital and operating leases entered into
by the State, reference is made to Notes 8, 9, and 10 to the State’s basic financial statements as of and for the Fiscal Year ended
June 30, 2005, included as Appendix B. The audit report of the Department of Audits and Accounts on the basic financial
statements for the Fiscal Year ended June 30, 2005 is qualified because the State did not maintain adequate systems to identify,
classify, and report leases as capital or operating leases in conformity with generally accepted accounting principles.

Outstanding Debt Service

The following table sets forth the aggregate fiscal year debt service of the State of Georgia on all outstanding general
obligation and guaranteed revenue debt, excluding the Bonds, that has been issued through July 31, 2006.

Fiscal Year General Obligation Guaranteed Revenue
Ending June 30, Principal Principal Total Principal Total Interest Total Debt Service
2007* $592,380,000 $37,900,000 $630,280,000 $380,432,138 $1,010,712,138*
2008 548,855,000 39,300,000 588,155,000 350,640,256 938,795,256
2009 548,170,000 41,145,000 589,315,000 318,450,715 907,765,715
2010 566,975,000 43,120,000 610,095,000 285,661,643 895,756,643
2011 553,015,000 43,535,000 596,550,000 251,803,343 848,353,343
2012 487,205,000 47,675,000 534,880,000 220,229,793 755,109,793
2013 449,590,000 32,390,000 481,980,000 191,694,243 673,674,243
2014 399,065,000 34,125,000 433,190,000 166,662,894 599,852,894
2015 404,730,000 35,945,000 440,675,000 144,087,190 584,762,190
2016 357,440,000 37,840,000 395,280,000 121,548,819 516,828,819
2017 332,410,000 39,830,000 372,240,000 102,368,060 474,608,060
2018 326,290,000 41,925,000 368,215,000 84,062,296 452,277,296
2019 297,565,000 44,045,000 341,610,000 66,812,734 408,422,734
2020 262,585,000 46,305,000 308,890,000 51,034,003 359,924,003
2021 233,040,000 48,675,000 281,715,000 37,669,914 319,384,914
2022 204,245,000 21,545,000 225,790,000 25,357,178 251,147,178
2023 142,225,000 22,650,000 164,875,000 15,881,859 180,756,859
2024 128,630,000 23,810,000 152,440,000 8,696,719 161,136,719
2025 88,200,000 - 88,200,000 3,780,600 91,980,600
2026 67,565,000 - 67,565,000 1,195,700 68,760,700
2027 7,910,000 - 7,910,000 165,975 8,075,975
Totals $6,998,090,000 $681,760,000 $7,679,850,000 $2,828,236,068 $10,508,086,068

* Before the General Obligation Bond principal payments of $128,350,000, Guaranteed Revenue Bond principal payments of
$13,730,000, and interest payments of $53,999,637 which were paid on July 1, 2006. This table does include, however, debt service
payable on the Series 2006D and 2006E Bonds that were issued in July 2006.

Source: Georgia State Financing and Investment Commission (Amounts may not add precisely due to rounding).
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Rate of Debt Retirement

The following table sets forth the rate of scheduled debt retirement of the State of Georgia on all outstanding bonds
(including the Bonds), as of August 31, 2006.

Principal Amount

Due Amount % of Total
In 5 Years $3,128,225,000 39.0%
In 10 Years $5,512,895,000 68.7%

Source: Georgia State Financing and Investment Commission

Market Transactions to Retire Debt
From time to time the State uses earnings on invested general obligation bond proceeds to purchase outstanding general

obligation bonds in secondary market transactions with dealers; bonds so purchased are then cancelled and are no longer
outstanding. The schedule below summarizes these transactions for the years indicated.

Average Price

Expressed
Fiscal Year as a percent
Ended June 30 Par Value Purchase Price (1) of Face Value
2000 101,570,000 73,015,207.10 71.89
2001 101,615,000 85,659,313.25 84.30
2002 119,690,000 115,261,033.30 96.30
2003 116,765,000 104,663,584.95 89.64
2004 71,985,000 63,505,049.60 88.22
2005 36,925,000 26,695,830.70 72.30
2006 30,900,000 18,563,226.00 60.06
2007* 17,755,000 9,717,126.50 54.73

(1) Excluding Accrued Interest.
* Purchases through July 31, 2006.

Source: Georgia State Financing and Investment Commission

(The remainder of this page has been left blank intentionally.)
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Debt Statistics

Certain information and statistics regarding the debt of the State are set forth in the following tables.

STATE TREASURY RECEIPTS

The State's compliance with its Constitutional debt limitation is calculated on the basis of the Treasury Receipts (revenue
receipts less refunds) set forth in the table below. The annual increase or decrease in such Treasury Receipts is set forth in the
third column of the table below.

Fiscal Year Annual Percentage
Ended June 30, Treasury Receipts Increase/Decrease
2000 14,959,980,702 10.5
2001 15,768,578,047 54
2002 15,126,479,334 -4.1
2003 14,737,541,219 -2.6
2004 15,529,610,501 54
2005 16,788,538,429 8.1
2006 (prel.) 18,363,549,552 9.4
2007 (est.) 18,634,530,058 5.5%

Sources: Fiscal Years 2000-2004 - State of Georgia Department of Audits and Accounts; Fiscal Years 2005 and 2006
Preliminary - State Accounting Office; Fiscal Year 2007 (estimate) - State of Georgia Office of Planning and Budget

*2007’s % Increase based on comparison of FY2007 budget to FY2006 budget

The amounts permissible under the State's Constitutional debt limitation are set forth below:

Highest annual commitments permitted under Constitutional limitation

10% of Treasury Receipts for Fiscal Year Ended June 30, 2005 ............. $1,678,853,843

10% of Preliminary Treasury Receipts for Fiscal Year Ended

JUNE 30, 20006 ..ot $1,836,354,955
Highest total annual commitments in any Fiscal Year, excluding the Bonds

(Highest FY2007 — see ‘Outstanding Debt Service’ p. A-4)....ccccccevvenne $1,010,712,138

Highest total annual commitments in any Fiscal Year, including appropriations for
debt service for bonds authorized to be issued, including the Bonds

(Highest FY2007) c..cooirieiiiieiniiieinieieteiereeeicereeeresree e e $1,170,135,109
As a percent of Fiscal Year 2005 State Treasury Receipts.......cccceveevevieneencenecnee. 6.97%
As a percent of Fiscal Year 2006 (preliminary) State Treasury Receipts................. 6.37%

Sources: Georgia State Financing and Investment Commission; State Accounting Office

(The remainder of this page has been left blank intentionally.)
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ASSESSED VALUATION
(Real Estate and Personal Property)

Article VII, Section I, Paragraph II (a) of the State's Constitution provides:

"The annual levy of state ad valorem taxes on tangible property for all purposes, except for defending the state in an
emergency, shall not exceed one-fourth mill on each dollar of the assessed value of the property."

The assessed valuation of real and personal property located in the State, its estimated actual value (“EAV”), and the
assessed value as a percentage of the EAV are set forth in the table below.

Year $ Assessed Valuation S EAV Assessed as a % of EAV
2000 214,761,529,693 573,155,937,265 37.5
2001 235,446,374,188 626,187,165,396 37.6
2002 254,448,585,857 669,601,541,731 38.0
2003 269,989,713,310 704,749,969,485 383
2004 286,613,970,559 746,390,548,332 384
2005 307,493,267,045 799,306,646,857 38.5

Source: State of Georgia Department of Audits and Accounts

DEBT RATIOS

The debt ratios set forth below in this table are based on the Assessed Valuation set forth in the table above and the
following key statistics:

Total State Debt as of July 31, 2006 (including the Bonds) (See “Outstanding Debt” page A-4)......... $8,098,780,000
2005 Population EStImMate (1)......eueeeninien e 9,072,576
2005 Total Personal Income EStmMate (2).......veuiuitiriniitiiiet ettt e e ee e eaeeeeneas $282,347,000,000
Debt $ per Debt % to Debt % to
Capita Personal Income Debt % to EAV Assessed Valuation
$891.67 2.87% 1.01% 2.63%

(1) U.S. Department of Commerce, Bureau of the Census, July 2005 Estimate.
(2) U.S. Department of Commerce, Bureau of Economic Analysis, 2005 Preliminary, SAAR.
Source: Georgia State Financing and Investment Commission



Selected Financial Information

GEORGIA NET REVENUES, MIDYEAR ADJUSTMENT RESERVE, REVENUE SHORTFALL RESERVE,
AND UNRESERVED SURPLUS BALANCE
(In Millions of Dollars)

Fiscal Year End Georgia Midyear Adjustment Discretionary Unreserved Surplus
June 30 Net Revenues Reserve (4) Regular (3%) (1%-2%) Balance
2000 13,782 138 413 138 (1) 973
2001 14,689 147 440 294 (2) 918
2002 14,005 140 420 280 240
2003 13,625 136 261 3) 0 0
2004 14,585 146 52 0 0
Revenue Shortfall Reserve (4)
Fiscal Year End Unreserved Surplus
June 30 Georgia Net Revenues Education (K-12) Regular Balance
2005 15,814 158 5) 257 0
2006* 17,362* 174*%  (5) 758%  (6) 0

(1) Effective May 1, 2000, the discretionary portion of the Revenue Shortfall Reserve was created at a maximum level of 1% of net revenues.

(2) Effective April 19, 2001, the maximum level of the discretionary portion of the Revenue Shortfall Reserve was increased to 2%.

(3) On February 10, 2004, the Governor signed into law H.B. 1207, enacted in the 2004 Regular Session of the General Assembly, which
authorized the appropriation of $208,632,306, from the non-discretionary percentile of the Revenue Shortfall Reserve, for fiscal year
FY2004, and also authorized the appropriation of $7,000,000 from such source for FY2005 (see page A-11).

(4) See page A-2, “Reserves,” for additional information regarding the Midyear Adjustment Reserve and Revenue Shortfall Reserve.
Although technically a reserve, prior to FY2006 the Midyear Adjustment Reserve has routinely been expended in amended appropriations
acts.

The General Assembly in 2005 amended the Budget Act to consolidate the former revenue shortfall reserve and midyear adjustment
reserve into a single revenue shortfall reserve.
(5) Beginning in fiscal year 2006, up to 1% of the net revenue collections of the preceding fiscal year may be used for funding increased
educational (K-12) needs. The Governor’s revenue estimate for FY2006 includes this Education Reserve ($158,139,967) (see page A-11).
(6) The amount by which the total Revenue Shortfall Reserve exceeds 4% of the net revenue of the preceding fiscal year may be released
by the Governor for appropriation by the General Assembly. The preliminary amount over 4% is $238 million.

Sources: Report of the State Auditor of Georgia for the fiscal years ended June 30, 2000 through 2005;
* Fiscal Year 2006 (preliminary) - State Accounting Office

Fiscal Performance

Georgia’s fiscal performance was strong in Fiscal Year 2006, reflecting strong economic growth, both nationally and in
Georgia. General Fund revenues, which had shrunk in FY 2002 and FY 2003, grew for the third year in a row in FY 2006.
Overall, FY 2006 General Fund revenues grew by 9.8%; tax components of the General Fund grew by 9.3%. Importantly, key
components of the tax stream that are most closely associated with economic conditions experienced strong revenue growth in FY
2006. These include the individual income tax, sales and use tax and corporate income tax.

Taxes. FY 2006 individual income tax revenues grew by 10.2%. Revenue from income taxes withheld, reflecting
primarily increases in wages and salaries, grew by approximately 8.3%. Estimated payments, reflecting in large measure taxes on
capital gains, business income and non-salary cash compensation, grew by 24.8% in FY 2006. Individual income tax payments
with final returns grew by 18.5%.

FY 2006 sales and use tax revenues grew by 9.5%. Sales and use tax growth has been especially strong in several
business segments including utilities, home furnishings and equipment, lumber and apparel.

FY 2006 corporate income tax revenues grew by 22.1%. This comes on top of 49.8% growth in this category in FY
2005. Estimated payments during the fiscal year grew by 18.5% indicating strong growth in corporate income. Growth in fiscal
year 2006 was bolstered by a large settlement agreement with one taxpayer which resulted in a one time payment of $39.7 million.
Absent this settlement, corporate income tax growth would have equaled 16.6%

Employment.  While employment growth has slowed in recent months, non-farm employment growth was sturdy in
Georgia in FY 2006. Job additions as measured by the increase in total non-farm employment from June 2005 to June 2006 as
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reported by the Bureau of Labor Statistics totaled 80,100 jobs, an increase of 2.0%. Year over year job growth slid, however,
from 2.4% in April to 1.9% in July 2006. This decline reflects the slowing national economy which has also seen job growth sag
in recent months. Note that Georgia’s job growth rate remains well above of the US; 1.9% compared to 1.3% for the US in July.

Several recent events are likely to impact future employment growth.

. On Sept. 14, 2004, Delta Air Lines, a major employer in the State of Georgia, declared bankruptcy. Delta continues to
operate under Chapter 11. Delta’s announced restructuring plans include reductions in capacity, system-wide reductions in
employment of 7,000 to 9,000 jobs out of a system total of approximately 52,000 jobs and pay reductions of 7 to 10%.
Georgia’s Department of Economic Development estimates Delta’s employment levels in Georgia at approximately 20,147
employees. This estimate represents about 0.5% of Georgia’s total non-farm employment. It is believed, however, that the
wage and employment impacts of the existing restructuring plan have been largely implemented.

. General Motors has announced its intention to shut-down production at its manufacturing facility in Doraville, Georgia.
This is expected to occur sometime in 2008. This plant employs approximately 3,000 workers, which represents about 0.08%
of Georgia’s total non-farm employment.

. Ford Motor Company has announced its intention to shut-down production at its Hapeville, Georgia production facility.
This plant employs approximately 2,100 employees, which represents about 0.05% of Georgia’s total non-farm employment.
The shut-down is expected to occur in October 2006.

. Kia Motors has announced plans to build a new automobile assembly plant in West Point, Georgia. According to public
announcements, this plant will employ approximately 2,900 workers. Also, five supplier companies are expected to locate
nearby in Georgia and are expected to employ approximately 2,600 workers. The plant is anticipated to reach full production
in 2009. While there has been public speculation regarding the future of this plant due to legal issues in Kia’s home country
of the Republic of South Korea, site development work is underway.

Personal Income. Personal income is another key indicator of economic conditions in Georgia. Total personal income,
relative to that of the US, grew strongly in 2005. For calendar year 2005, Georgia’s personal income grew by 6.3% compared to
5.6% for the U.S. Georgia’s growth ranked 16 among the U.S. states and the District of Columbia.

Personal income growth in Georgia sagged in the first quarter of calendar 2006 and fell below personal income growth in
the US. It is important to note that this slowdown in growth was primarily due to a large decrease in earnings in one category,
management of companies and enterprises. The decrease in earnings in this one category lowered total personal income growth
by 0.6% for the quarter. For this reason, the low growth in personal income experienced in the first quarter of 2006 is interpreted
as an anomaly and not part of a broader slowdown in personal income growth.

Amended FY 2006 Budget; FY 2007 Budget. While Georgia’s revenue growth accelerated from FY 2004 through FY
2006, the FY 2006 amended budget and the FY 2007 budget are based upon forecasts of moderate revenue growth. The FY 2006
amended budget and FY 2007 budget were submitted to the Georgia legislature in January 2006. The Amended FY 2006 revenue
estimate, which is not subject to change by the legislature, is based upon forecasts of 6.1% growth in revenues from taxes and
5.6% growth in total General Fund revenues. The revenue estimate for FY 2007 is based upon forecasts of 5% growth in tax
revenues and 5.5% growth in total General Fund revenue. The FY 2007 General Fund revenue estimate is 1.4% above
preliminary FY 2006 General Fund revenues.

Fiscal Policy Initiatives

Under Georgia law, the Governor is the State’s Chief Executive and is also the ex officio Director of the Budget. He is
assisted in financial management by an appointed Chief Financial Officer in the Office of the Governor and a Finance Council,
whose membership is comprised of the Director of the Office of Planning and Budget, the State Treasurer, the State Auditor, the
Commissioner of Revenue, the State Economist, the Director of Financing and Investment Division of the Georgia State
Financing and Investment Commission, the State Accounting Officer, the Director of the Office of Treasury and Fiscal Services,
and the Chief Financial Officer and Deputy Chief Financial Officer.

Georgia’s Constitution assigns responsibility for the revenue estimate to the Governor. The Governor’s determination of

the revenue estimate for the budget is supported by economic forecasts, state government experts and an external Council of
Economic Advisors compromised of economic experts from academia and from business.
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Primary responsibility for developing forecasts of state tax and fee revenues lies with the state fiscal economist. The
process used by the state economist starts with forecasts of key US and Georgia economic data which are produced by models
developed by an economic forecasting firm. These forecasts are compared to publicly available forecasts such as the US and
Georgia forecasts produced by the Georgia State University Economic Forecasting Center, and to consensus forecasts of the US
economy.

Forecast models of revenue by tax type are then used to develop fiscal year estimates of revenue. Several forecast
scenarios are developed which reflect alternative future economic conditions. These models relate future revenues to long-term
time trends and short-term forecasts of economic factors.

In 2003, the Governor created a Commission for a New Georgia (“CNG”), which is a business advisory group
established to recommend measures for improving the efficiency and effectiveness of State government. Over the past three
years, 18 taskforces, engaging over 300 citizens have reported on key findings, issues and recommendations in the following
areas:

Procurement Space Management Capital Construction
Fleet Management Administrative Services Customer Service
Workforce Development Strategic Industries Competitiveness
Leadership Development Public Finance Options Receivables Management
Tourism Telecommunications Technology

State Health Benefit Plan Community Care for Behavioral Health Aviation

and Developmental Disabilities
CNG recommendations to date have assisted the State in the following accomplishments:

e The creation of a new State Accounting Office which produced the State’s Comprehensive Annual
Financial Report for FY2005 on a more timely basis.

e The acquisition of new contracting technology software to better manage the State’s procurement.

e  The appointment of the first State Property Officer to manage all State-owned land and buildings and all
State-leased space and to dispose of surplus property.

e Animproved fleet management program which reduced the size of the State’s vehicle fleet by ten percent
and permitted the sale of surplus vehicles and equipment.

e  The creation of a Leadership Development Institute to prepare high potential State employees for expanded
service in government.

e The formation of a Tourism Foundation to promote public and private marketing of tourism on a
coordinated basis.

e The consolidation of State energy billing and a reduction of the State’s energy costs.

e A review of all State contracting practices and the completion of the State’s first comprehensive
construction manual.

e Improved financial management through the upgrade of the State’s financial and human resource
management systems and the broader utilization of best financial practices in State government.

e The development of an updated Debt Management Plan for the State.

(The remainder of this page has been left blank intentionally.)



GEORGIA REVENUES
ACTUAL FY2003 - FY2005, PRELIMINARY FY2006, AND ESTIMATED FY2007

The following table sets forth budget-based State revenues available for appropriation.

FY2006 FY2007
FY2003 (1) FY2004 (1) FY2005 (2) Preliminary (3) Budget (4)
GENERAL FUNDS
Taxes: Department of Revenue
Income Tax - Individual $6,258,703,155 $6,826,335,378 $7,276,607,819 $8,021,913,299 $8,193,211,600
Income Tax - Corporate 511,149,761 486,970,358 729,640,400 890,582,777 828,667,200
Sales and Use Tax - General 4,727,080,926 4,860,904,312 5,215,447,136 5,712,131,448 5,926,113,200
Motor Fuel 680,687,065 731,856,759 817,833,011 821,006,802 801,759,400
Tobacco Taxes 109,264,564 227,549,406 249,070,470 241,602,129 257,458,500
Alcoholic Beverages Tax 143,585,208 153,178,078 152,459,425 157,820,725 158,927,500
Estate Tax 89,792,511 65,110,425 42,930,113 12,786,407
Property Tax 58,938,383 63,677,784 66,489,431 72,138,489 76,113,200
Taxes: Other Organizations
Insurance Premium Tax 323,360,835 317,462,533 331,612,139 342,982,442 348,400,000
Motor Vehicle License Tax 257.,973.503 262.806.813 285,353,902 304,076,177 296,300,100
Total Taxes 13,160.535.912 13,995.851.846 15,167.443.846 16,577.040,694 16,886.950,700
Interest, Fees and Sales -
Department of Revenue 59,961,777 118,216,712 128,113,244 151,278,405 100,000,000
Office of Treasury & Fiscal Services:
Interest on Deposits 107,262,051 37,925,956 48,699,384 105,391,322 17,123,609
Other Fees and Sales 3,140,792 2,747,101 2,204,675 6,171,649 7,876,391
Driver Services 49,066,014 47,478,666 50,403,175 61,896,306 55,756,218
Natural Resources 43,816,036 48,449,865 47,452,336 46,958,436 46,000,000
Secretary of State 40,621,017 56,159,555 53,524,647 55,170,652 52,000,000
Labor Department 27,106,919 27,381,739 31,444,019 32,291,937 29,000,000
Human Resources 22,733,176 20,828,829 17,637,660 9,021,409 19,600,000
Banking and Finance 18,222,470 20,702,647 20,682,947 22,814,714 21,000,000
Corrections 14,255,792 13,798,294 14,546,662 13,773,686 14,100,000
Workers” Compensation 13,509,711 17,441,124 13,700,314 16,196,305 15,652,812
Public Service Commission 9,511,463 3,679,613 2,073,148 1,140,575 2,500,000
Nursing Home Provider Fees 90,608,797 101,430,308 95,606,731 99,287,176
Care Mgmt. Organization Fees 5,071,682 145,500,635
Indigent Defense Fees 27,526,643 37,422,286 27,832,122
Peace Officers’ and
Prosecutors’ Training Funds 22,345,797 22,755,180 26,316,514 23,723,762 24,800,000
All Other Departments 32,757.730 60,618.818 60,797,145 100,676.485 47.,469.811
Total Interest, Fees & Sales 464,310,745 588,792,895 646,552,821 784,606,342 725.498.774
Total General Funds (Georgia Net Revenues) 13,624,846,657 14,584,644,742 15,813,996,667 17,361,647,037 17,612,449,474
Lottery Funds 757,468,259 787,354,547 813,490,096 847,970,098 841,554,506
Indigent Care Trust Funds 172,361,389
Tobacco Settlement Funds 182,864,915 155,986,212 159,362,266 149,371,817 177,518,387
Brain and Spinal Injury Trust Fund 1,625,000 1,689,400 4.560,600 _3.007.691
Subtotal (State Treasury Receipts) 14,737,541,219 15,529,610,501 16,788,538,429 18,363,549,552 18,634,530,058
HAVA (Help America Vote Act) 4,740,448 49,208,512
Job and Growth Tax Relief 139,191,036 139,191,036
Other 871 8,751 -612 2,240
Subtotal (Georgia Revenues) 14,881,473,575 15,718,018,800 16,788,537,817 18,363,551,792 18,634,530,058
Payments--Georgia Ports Authority 10,000,000 24,033,743 20,034,000
Mid-Year Adjustment/Education Rsv. 136,248,467 145,846,447 158,139,967
Appropriation of Rev. Shortfall Rsv. _ 208,632,306 7,000,000
TOTAL FUNDS AVAILABLE $14,881473.575 $16,072.899.572 $16941384.264  $18,545725.502 $18,654.564,058
Sources:

(1) From the audited financial statements for the fiscal years ended June 30, 2003 to 2004, respectively of the Office of Treasury and Fiscal
Services, State of Georgia (Amounts may not add precisely due to rounding)

(2) FY2005, State Accounting Office
(3) Preliminary/Unaudited Fiscal Year 2006, State Accounting Office (Amounts may not add precisely due to rounding)
(4) The Governor’s Budget Report, FY2007, State of Georgia Office of Planning and Budget



GEORGIA REVENUES
FIVE-YEAR HISTORY

The following table sets forth by category the budget-based State revenues available for appropriation—Fiscal Years ending
June 30.

2002 2003 2004 2005 2006 (Preliminary)
Alcoholic Beverages Tax (1) $145,107,017 $143,585,208 $153,178,078 $152,459,425 $157,820,725
Estate Tax 123,033,505 89,792,511 65,110,425 42,930,113 12,786,407
Income Tax — Corporate (2) 607,480,316 511,149,761 486,970,358 729,640,400 890,582,777
Income Tax — Individual (2) 6,444,614,992 6,258,703,155 6,826,335,378 7,276,607,819 8,021,913,299
Insurance Premium Tax and Fees 296,175,273 323,360,835 317,462,533 331,612,139 342,982,442
Excise and Motor Carrier Mileage Tax (3) 458,482,335 464,760,121 497,003,408 487,295,726 450,318,471
Prepaid Motor Fuel Sales Tax (4) 194,726,956 215,926,945 234,853,351 330,537,285 370,688,331
Motor Vehicle License Tax 275,131,561 257,973,503 262,806,813 285,353,902 304,076,177
Property Tax — General and Intangible 53,907,620 58,938,383 63,677,784 66,489,431 72,138,489
Sales and Use Tax - General 4,716,049,187 4,727,080,926 4,860,904,312 5,215,447,136 5,712,131,448
Tobacco Products Tax (5) 89.108.473 109,264,564 227.549.406 249.070.470 241,602,129
Total Taxes 13.403.817.,235 13.160,535.912 13.995.851.846 15.167.443.845 16,577.040,694
Total Regulatory Fees and Sales 601,661,973 464,310,745 588.792.896 646,552,821 784,606,343
Total Other Revenues Retained (6) 1,121,002.193 1,256.,626.917 1,133,374.058 974,541,150 1,001,904.755
Total Revenues $15,126,481,401 $14,881,473,574 $15,718,018,800 $16,788,537,817 $18,363,551,792

(1) June 30, 2003 and prior years were reported under “Alcoholic Beverage Tax,” “Malt Beverage Tax,” and “Wine Tax” in prior year reports.
(2) June 30, 2003 and prior years were reported as one total under “Income Tax” in prior year reports.

(3) June 30, 2003 and prior years were reported as “Motor Fuel Tax” in prior year reports.

(4) June 30, 2003 and prior years were reported as “Sales and Use Tax - Motor Fuel” in prior year reports.

(5) June 30, 2003 and prior years were reported as “Cigar and Cigarette Tax” in prior year reports.

(6) Other Revenues Retained is comprised of HAVA, Jobs and Growth Tax Relief, Other, Lottery Funds, Indigent Care Trust Funds, Tobacco
Settlement Funds, and Brain and Spinal Injury Trust Fund amounts from page A-11.

Source: Fiscal Years 2002 to 2005 Report of the State Auditor, State of Georgia Department of Audits and Accounts; 2006
(Preliminary), State Accounting Office

Changes in Georgia Revenues — Fiscal Year 2005 to Fiscal Year 2006 (Preliminary)

Fiscal Year 2005 Fiscal Year 2006 Increase /(Decrease) % Chg

Alcoholic Beverages Tax $152,459,425 $157,820,725 $5,361,300 3.5%
Estate Tax 42,930,113 12,786,407 ($30,143,706) -70.2%
Income Tax — Corporate 729,640,400 890,582,777 $160,942,377 22.1%
Income Tax — Individual 7,276,607,819 8,021,913,299 $745,305,480 10.2%
Insurance Premium Tax and Fees 331,612,139 342,982,442 $11,370,303 3.4%
Excise and Motor Carrier Mileage Tax 487,295,726 450,318,471 (836,977,255) -7.6%
Prepaid Motor Fuel Sales Tax 330,537,285 370,688,331 $40,151,046 12.1%
Motor Vehicle License Tax 285,353,902 304,076,177 $18,722,275 6.6%
Property Tax — General and Intangible 66,489,431 72,138,489 $5,649,058 8.5%
Sales and Use Tax - General 5,215,447,136 5,712,131,448 $496,684,312 9.5%
Tobacco Products Tax 249.,070.470 241,602,129 ($7.468.341) -3.0%
Total Taxes 15.167.443.845 16,577.040,694 $1.409.596.849 9.3%
Total Regulatory Fees and Sales 646,552,821 784,606,343 $138.053,522 21.4%
Total Other Revenues Retained 974,541,150 1,001.904.755 $27.,363,605 2.8%
Total Revenues $16,788,537,817 $18,363,551,792 $1,575,013,975 9.4%

Source: Derived from the 2005 Report of the State Auditor and Preliminary Fiscal Year 2006, State Accounting Office



SUMMARY OF APPROPRIATION ALLOTMENTS

The following table summarizes the appropriation allotment amounts to various areas of State government for the five fiscal years

ended June 30, 2002 to 2006 (preliminary).

Education:
Grade and High
Technical and Adult Education
University System
Total
Public Health and Welfare:
General Services, Benefits and Operations, Medical Facilities,
Construction and State Institutions

Transportation

Judicial, Penal and Corrections
Conservation of Resources

General Obligation Debt Sinking Fund

All other

Total Allotments

Fiscal Year Ended June 30

2002
Amount

$ 6,274,700,626.00

2003
Amount

$ 6,285,095,725.00

2004
Amount

$ 6,179,623,506.00

2005
Amount

$ 6,335,807,945.00

2006 (Prelim.)
Amount

$6,904,933,598

268,477,279.00 277,871,777.00 300,389,271.00 297,052,064.00 329,481,858
1,794,121,707.00 1,693,704.,628.00 1,630,030,776.00 1,676,317.469.00 1,819,003.890
8.337.299.612.00 8.256,672.,130.00 8,110,043.553.00 8.309.,177.478.00 9.053.419,346
2.947.,308,630.00 3.386,667,123.00 3.444,141,627.00 3.506,660.482.00 3.705.905.587

714,203.152.86

667,076.123.00

664.624.075.44

609.723.269.00

673.196.606

1,371,304,725.00

1,384,611,053.00

1,363,367.865.00

1,368,314,987.00

1,480,673.345

244.310.623.00

194.,228.928.00

173.439.514.00

169.339.190.00

195,238,008

739.869.163.00

625,421,301.00

685,707.114.00

905.611.482.00

1,001.,485.254

1.516.863.989.00

1.650.558.440.00

1,630.061.,043.00

1,686.662.,726.00

1.693.836.064

$15,871,159,894.86

$16,165,235,098.00

$16,071,384,791.44

$16,555,489,614.00

$17,803,754,210

Sources: Fiscal Years 2002-2004 - State of Georgia Department of Audits and Accounts; Fiscal Year 2005 - State Accounting Office;
Fiscal Year 2006 (Preliminary) — State Accounting Office

GEORGIA DEPARTMENT of REVENUE - UNAUDITED STATE REVENUES
(In Thousands of Dollars)

The following table sets forth unaudited net revenue collections of the State in certain categories for the first month (July) of the fiscal
years ended June 30, 2006 and 2007, together with certain comparative statistical information from each such fiscal year to the next.

GENERAL FUND FY2006  FY2007  $Change % Chg
Tax Revenues:
Income Tax - Individual $501,685 $598,540 $96,855 19.3%
Sales and Use Tax — General:
Sales and Use Tax - Gross 814,422 885,969 71,547 8.8%
Local Sales Tax Distribution (1) (337,171) (347,931) (10,760) -3.2%
Sales Tax Refunds/Adjustments (19.698) (25.044) (5.346) -27.1%
Net Sales and Use Tax-General 457,553 512,994 55,441 12.1%
Motor Fuel Taxes:
Prepaid Motor Fuel Sales Tax 28,477 35,610 7,133 25.0%
Motor Fuel Excise Tax 40,051 42,332 2,281 5.7%
Total Motor Fuel Taxes 68,528 77,942 9,414 13.7%
Income Tax - Corporate 20,602 (8,046) (28,648)  -139.1%
Tobacco Taxes 8,840 8,290 (550) -6.2%
Alcohol Beverages Tax 12,722 15,229 2,507 19.7%
Estate Tax 611 (391) (1,002)  -164.0%
Property Tax 792 606 (186) -23.5%
Motor Vehicle-Tag, Title & Fees 20.059 21,591 1,532 7.6%
Total Tax Revenues 1,091,392 1,226,755 135,363 12.4%
Other Revenues:
Other Fees and Sales (2) 1.806 14,158 12,352 683.9%
Total Taxes/Other Revenues $1,093,198 $1,240,913 $147,715 13.5%

(1) Beginning in FY2006, the Local Sales Tax Distribution reflects the distribution for the month the collection occurred. For the
current month, the distribution was determined using a weighted average % of the current month collections. All preceding
month distributions will be adjusted by the over/under estimations.

(2) Other Fees and Sales include taxes and fees that have been deposited in the bank, but the returns have not been processed. It

also includes unclaimed property collections. (Amounts may not add precisely due to rounding.)
Source: State of Georgia Department of Revenue



MONTHLY CASH INVESTMENTS REPRESENTING TREASURY RECEIPTS

(in Millions of Dollars)
The following table sets forth the month ending cash investments representing Treasury Receipts for the Fiscal Years 2001
through 2006.

Month FY2001 FY2002 FY2003 FY2004 FY2005 FY2006
July $3,886 $4,102 $3,443 $1,975 $1,852 $2,481
August 4,032 4,086 3,361 1,976 1,962 2,690
September 3,869 4,191 3,315 1,940 2,136 2,558
October 3,718 3,740 2,762 1,445 1,729 2,356
November 3,664 3,513 2,459 1,341 1,606 2,135
December 3,583 3,452 2,497 1,279 1,797 2,252
January 4,291 3,720 2,854 1,859 2,329 2,977
February 4,101 3,467 2,355 1,411 1,940 2,632
March 3,897 3,452 2,126 1,213 1,959 2,509
April 3,906 3,430 1,899 1,765 1,971 2,515
May 4,202 3,677 2,158 1,907 2,264 2,918
June 4,262 3,775 2,427 2,214 2,848 3,193

Source: Office of Treasury and Fiscal Services

Significant Contingent Liabilities

Kelly Kennedy, et al. v. Department of Human Resources, Fulton Superior Court Civil Action No. 2005-CV-104147. The
plaintiff in this case is a custodial parent receiving child support enforcement services from the Department of Human Resources’
Office of Child Support Services (“OCSS”). The plaintiff filed an action seeking class certification on behalf of all custodial
parents who have ever received services from OCSS, alleging contractual and tort-based claims for damages based on OCSS’s
alleged failure to collect statutory interest charges that may have accrued on the plaintiff’s child support judgment. DHR was
granted summary judgment in its favor, and the case was dismissed. However, Plaintiff’s time to file an appeal has not yet
expired and an appeal is expected. Ifthe appeal is granted and the plaintiff were to succeed in obtaining class certification and to
prevail on her claims, the State’s estimated potential liability could be $400,000,000 or greater. OCSS contends that it has good
and adequate defenses against the plaintiff’s claim and intends to defend the suit vigorously on its merits and to oppose the
granting of class certification.

Plymel, et al. v. Teachers' Retirement System, et al., Fulton Superior Court Civil Action No. 2004-CV-84312. The
plaintiffs in this case filed a civil action seeking additional benefits retroactive to the time of each individual plaintiffs' respective
retirement dates for a class of those retirees who elected survivorship options and who retired between 1983 and February 1, 2003,
in the retirement plan administered by the Teachers' Retirement System of Georgia ("TRS"). Plaintiffs alleged that they are due
such additional benefits for monies lost due to TRS' allegedly inappropriate use of option factors and the mortality tables implicit
in them to calculate retirees' monthly benefits. Cross motions for summary judgment were pending, after a hearing held May 4,
2005.The motion for summary judgment of TRS and its Trustees was granted by order on January 9, 2006. Plaintiffs appealed and
oral argument was heard by the Georgia Supreme Court June 27, 2006. The Georgia Supreme Court has not yet ruled on the
appeal.

Steel, Inc. v. Hardin/Russell/Mitchell, J.V., et al, v. Georgia State Financing and Investment Commission v. U.S.F&G,
Travelers Casualty & Surety Co., Archer Western Contractors, Ltd., Ivey Mechanical, LLC, ELDECO Inc., National Fire Ins.
Co., of Hartford, and Federal Ins. Co., Fulton Superior Court Civil Action No. 2003-CV-70191. This case, filed July 3, 2003,
involves a third-party action by the joint venture construction manager, HRM, for the Georgia World Congress Center Phase IV
expansion project based upon indemnity from a number of subcontractors’ claims and HRM's own delay and disruption claims.
The subcontractors’ claims of approximately $50,000,000 were submitted to arbitration, with a ruling issued on April 21, 2005,
denying the vast majority of claims and awarding approximately $5,000,000 to the subcontractors. Court-directed mediation
commenced in late October 2005. HRM has included the arbitration awards in its overall mediation claim against GSFIC totaling
approximately $32,000,000. GSFIC asserted counterclaims totaling $28,000,000 and has withheld retainage of $8,000,000 as a
set-off to fund the GSFIC claims. The mediation was suspended for nearly a year while HRM pursued other avenues for
compensation, but recently reconvened. GSFIC believes it has good and valid defenses to many if not all of the asserted claims
and intends to defend its position and to vigorously pursue its counterclaims.



Consortium for Adequate School Funding, Inc., et al. v. State of Georgia, et al., Fulton County Superior Court Civil
Action No. 2004cv91004; (“Consortium™). This is a challenge to the State’s system of funding public education brought
predominantly by rural school districts. The suit claims funding is inadequate as a matter of law and violates the equal protection
clause of the Georgia Constitution. Plaintiffs seek to enjoin the current funding system; they do not seek damages. However, if
plaintiffs’ theories prevail, the cost to the State would be significant. The State believes substantially the same issues have already
been settled favorably by McDaniel v. Thomas, 248 Ga. 632 (1981) and is contesting the claims vigorously. The matter is
currently in discovery following the granting in part of a motion to dismiss by the State Defendants. The Defendants anticipate
that discovery will take at least six more months followed by a motion for summary judgment or trial on the merits.

Significant Matters

Financial Statements and Audit of the Department of Community Health; Software Development and Third Party
Administration of Health Benefit and Insurance Programs,; Contract Dispute with Affiliated Computer Services, Inc., and related
matters. On August 15, 2001, the Georgia Department of Community Health ("DCH") retained Affiliated Computer Services,
Inc. ("ACS"), to develop a software system for the administration of certain health care benefit and health insurance programs,
including but not limited to, Georgia's medical assistance program ("Medicaid"), and the state children's health insurance program,
popularly known as "PeachCare for Kids" (tm). The contract also provided for third party administrative services. Phase I of the
system went "live" on April 1, 2003, with respect only to Medicaid and PeachCare. Certain problems and disputes arose with
respect to the Phase I development, implementation, support, and administration. The parties resolved their disputes in part by a
July 21, 2004, Compromise Agreement, and continue to work on system adjustments and corrections.

The problems with Phase I delayed certification of the DCH Medicaid Management Information System ("MMIS") by
the federal Centers for Medicare and Medicaid Services ("CMS"), which in turn delayed related federal financial assistance for
administrative costs and other issues. However, on April 20, 2005, CMS certified the MMIS, retroactive to August 1, 2003.

The problems with Phase I also required DCH to make prospective payments to providers during the first years of
operation because in some cases, the system could not adjudicate claims. This was done to ensure that participating Medicaid and
PeachCare providers received interim payments while errors were being corrected that were preventing correct claims
adjudication and payment. Certain mass adjustments and reprocessing of claims were necessary to correct claims that were
processed in error. The overall situation and remedial efforts resulted in both underpayments and overpayments to providers.

DCH carefully recorded all prospective payments and identified the amount paid to each payee, the amount recovered to
date, and the outstanding balance due, if any. Following a recovery process common to state Medicaid programs, DCH continues
to recover prospective payments by retaining a portion of payments resulting from the current processing of claims filed by the
provider. DCH began recovering these payments in July 2003, and as of August 21, 2006, had recovered approximately
$1,775,465,906, leaving a balance of approximately $7,725,094 to be collected. DCH expects to recoup most of the balance in the
normal course by December, 2006, although an uncertain amount of such prospective payments may ultimately prove to be
unrecoverable.

Regarding underpayments, health care providers and attorneys for health care providers earlier notified DCH of potential
legal actions for damages attributed to the Medicaid claims processing services, but DCH responded remedially and factually, and
at this writing no claims and lawsuits are outstanding. There can be no assurance that claims and disputes will not result from the
situation.

The implementation problems affected DCH's ability to produce financial statements and to be audited. DCH elected not
to ask its independent auditors to continue to await a management statement and certain remedial measures necessary for its
independent auditors to complete their work on the audit for fiscal year ended June 30, 2003 (“Fiscal Year 2003"). As a result, the
Independent Auditor's Report for DCH for the Fiscal Year 2003, issued January 7, 2005, does not express an opinion on the
financial statements of DCH with respect to its governmental activities and general fund. Consequently, the "Georgia
Comprehensive Annual Financial Report" by the Department of Audits and Accounts for Fiscal Year 2003 is similarly disclaimed
as is the State of Georgia’s "Single Audit" issued for the United States with particular respect to administration of federal financial
assistance.

Given these problems, DCH was aware of potential reporting uncertainty associated with Medicaid and PeachCare
benefit information for Fiscal Years 2004 and 2005. To gather evidence for, and to accomplish, the fair presentation of Fiscal
Year 2004 and Fiscal Year 2005 benefit information, DCH contracted for comprehensive claim sampling and re-pricing by
professional consultants specializing in State Medicaid claim review work and in statistical analysis. DCH has used the sample
results to estimate the dollar amounts of overpayments and underpayments in the unadjusted benefit expenditure population. The
resulting Fiscal Year 2004 and Fiscal Year 2005 financial statements reflect the effects of the needed adjustments to expenditures,
receivables, and liabilities.
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Through this process and other continuing remedial measures, DCH was able to obtain the opinion of its independent
auditor in a report dated July 6, 2005 that its "financial statements . . . present fairly, in all material respects, the respective
financial position of the governmental activities, the business-type activities, the major governmental - general fund, and the major
proprietary fund-enterprise fund . . . as of June 30, 2004." The auditor did not express an opinion on the statement of activities of
the governmental activities and the statement of revenues, expenditures, and changes in fund balance (deficit) of the major
governmental fund - general fund, because of the material effect on these statements that the auditors did not express an opinion
on the 2003 statements.

However, for the following fiscal year, FY 2005, in a report dated November 8, 2005, DCH’s independent auditor
reported that DCH’s "financial statements . . . present fairly, in all material respects, the respective financial position of the
governmental activities, the business-type activities, and each major fund of the Department of Community Health, as of June 30,
2005, and the respective changes in financial position, and where applicable, cash flows, thereof for the year then ended ..."

DCH continues to work with ACS to identify any remaining remedies necessary for Medicaid and PeachCare claim
processing, payment, and reporting. Certain mass adjustments and reprocessing of claims were necessary to correct claims that
were processed in error after implementation in April 2003. These have been dependent upon system corrections. DCH is
currently evaluating whether there is a need to perform additional mass adjustments and reprocessing for claims adjudicated in
prior years or if reprocessing and mass adjustments done to date (as well as resubmission by providers in seeking correct claim
payment) have corrected all material payment errors.

In performing due diligence to ensure that claims are properly paid, denied, or suspended in accordance with federal and
state laws and DCH policy, DCH continues to monitor claims payment accuracy and will make corrections to the system and
perform claims adjustments if errors are found. If necessary, DCH will recover overpayments or correct underpayments by
reconciliation of the amounts originally paid against new payment amounts determined through reprocessing.

On June 1, 2006, DCH began the first phase of a transition to providing Medicaid and PeachCare services through
private care management organizations (“Comes”), beginning with members living in the Atlanta and central regions of Georgia.
Other areas of the State will complete the transition as of September 1, 2006. Under care management, DCH also will convert
from cash basis payments to providers to payment of capitation fees to CMO's. For an interim transition period, DCH will be
making both capitation payments and direct payments as it works through a tail of incurred but not reported claims. DCH’s
contracts with CMOQO’s require the CMO’s to support DCH’s reconciliation process by recovering and remitting to DCH amounts
owed to the DCH by the CMO’s providers. To date, the Department’s own collection efforts have been sufficient and have not
required DCH to utilize this contract provision.

DCH has contracted for claim review and statistical analysis, as well as for the review of capitation payments to CMQO’s,
for members’ Fiscal Year 2006 health care coverage. As necessary, Fiscal Year 2006 financial statements, when issued, will
reflect the results of these reviews.

Other Post Employment Benefits (“OPEB”). The Governmental Accounting Standards Board (“GASB”) has issued two
pronouncements that will impact the State’s accounting and financial reporting for post employment benefits such as retiree
healthcare benefits, commonly known as Other Post Employment Benefits (“OPEB”): GASB Statement 43 and GASB Statement
45 (collectively the “GASB Statements”).

Briefly, the State has not previously reported in its financial statements costs associated with future participation of
retirees in OPEBs. The GASB Statements are based on the premise that the “costs” of employee benefits related to employee
service should be reported during the periods when that service is rendered. Beginning with the fiscal year ending June 30, 2007,
the State will implement financial reporting requirements for OPEB “substantive plans” under GASB Statement 43; beginning
with the fiscal year ending June 30, 2008, the State will implement accounting and financial reporting requirements as an
employer under GASB Statement 45. Financial statements will report OPEB funded status and funding progress and any
“premium subsidy” resulting from the pooling of retiree participants with active employees as may be required by GASB
Statement 45. For “employer” OPEB reporting the State will report “expense” on an accrual basis in the amount of the “annual
required contribution” and an “OPEB liability” for the amount of the “annual required contribution” that is not actually paid (with
the quoted expressions of this paragraph being understood in the accounting sense and not necessarily in the strict legal sense) as
may be required by GASB Statement 45.

In accounting terms, the State Health Benefit Plan, which is administered by the Board of Community Health and which
provides healthcare benefits to active employees and retirees, operates on a “pay-as-you-go” basis. This is also true for the
separate group health plan administered for active employees and retirees by the Board of Regents of the University System of
Georgia, under its general power to govern, control and manage the University System of Georgia. Each fiscal year the General
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Assembly in the general appropriations act determines the amount of the State’s contribution, and the Board of Community Health
and the Board of Regents, respectively, reacting to input from various entities, determine plan benefits, terms and conditions and
the subscription (premium) rate for participants.

Under the “pay as you go system,” funds have not been set aside to pay future health care costs of retirees, but the
General Assembly in response to the GASB Statements has made statutory changes to create a trust fund, in which employer
contributions for future retiree health costs may be accumulated and invested and which is expected to facilitate the separate
financial reporting of OPEB. (The Board of Regents has under consideration comparable procedures pursuant to its separate
powers of governance.) However, the State’s participation in the costs of the health benefit plans remains subject to the annual
appropriations process, and the plan terms, benefits and cost to participants remain within the discretion of the Board of
Community Health and the Board of Regents. This is not changed by the GASB Statements, which are financial reporting
standards and do not govern fiscal management or establish legal requirements.

Policy, budget and program areas of state government are actively considering and planning proper responses to health
care costs in general and including specifically retiree health costs. As a part of that process and part of the process for planning
compliance with the GASB Statements, senior staff of the Department of Community Health and the Board of Regents have
engaged separate actuarial firms for help in strategic planning. Preliminary information from the actuaries indicates that if the
annual required contribution is not funded, the resulting OPEB liability when reported in compliance with the GASB Statements
will likely be material in relation to the State’s currently reported liabilities (where OPEB liability is understood as it is used in the
GASB Statements and not necessarily in the strict legal sense). However, the State is not yet able to reliably quantify OPEB
information. Actuarial consultations remain pending, and no final reports have been issued. Neither the Board of Regents nor its
management, and neither the Board of Community Health nor its management at the Department of Community Health, is able to
make a representation of financial statements relating to OPEB at the present time.

Both staffs have under consideration complex matters. The Department of Community Health administers the State
Health Benefit Plan and a health insurance fund which combines the health insurance funds of separate health insurance programs
for state employees and retirees, for teachers and retired teachers and for public school employees and their retirees, plus
relatively smaller legislative and judicial programs. The employer contribution to these programs involves state funding in a
variety of ways and also involves contributions from local school systems. In reporting OPEB it is important to sort out these
various lines of budgetary responsibility. The Department of Community Health must determine how to coordinate its
administration of the new trust fund for retiree health benefits and the combined health insurance fund.

The GASB Statements require that the State base its financial reporting of OPEB on actuarial studies conducted within
two years of the report. For Fiscal Year 2007 the Department of Community Health and the Board of Regents will use valuations
from the fiscal year ended no earlier than June 30, 2005. For Fiscal Year 2008 the Department of Community Health and the
Board of Regents will use valuations from the fiscal year ending June 30, 2006. The Department of Community Health is in fact
negotiating the terms of engagement for actuarial valuations in accordance with generally accepted actuarial principles for the
State’s OPEB for the fiscal year ended June 30, 2005. Both the State Health Benefit Plan and the Board of Regents health plans
implemented changes in regard to Medicare Part D (prescription drugs) on January 1, 2006, which are expected to have a
significant OPEB impact. The State Health Benefit plan adopted a coordination of benefit change to encourage use of Part D,
which the Department of Community Health believes will act favorably upon OPEB liabilities and costs. The Board of Regents
continued primary coverage for Part D-eligible participants. While the Board of Regents will be eligible for a federal subsidy for
continuing primary coverage, the adoption of a GASB Technical Bulletin in June will prevent the Board of Regents from
anticipating the subsidy in its actuarial calculation of OPEB liability. The Board of Regents will, however, be able to reduce its
annual GASB 45 “expense” by the amount of the federal Part D subsidy expected to be received each year. Contrary to the
State’s earlier understanding, the OPEB calculations for financial statements for Fiscal Year 2007 will take into account the
prescription drug changes for the State Health Benefit Plan utilizing an actuarial study conducted on the employee population for
Fiscal Year 2005.

In summary, the State is in active planning for proper responses to health care costs and to OPEB costs, including retiree
health care costs, (significant changes from such planning already having been implemented in regard to Medicare), and there is
active planning for current, accurate financial reporting in regard to OPEB.

For additional information on the health benefit plans and OPEB, see Note 16, “Postemployment Benefits,” on page 90 in “Notes to
the Financial Statements for the Year ended June 30, 2005,” in Appendix B hereto. [The reference in Note 16 to the Board of Personnel
Administration should be a reference to the Board of Community Health.] For additional information on the State’s pension plans, see Note 15,
“Retirement Systems,” on page 87, also in “Notes to the Financial Statements for the Year ended June 30, 2005,” in Appendix B hereto.

Certain other benefits, particularly group term life insurance programs of Regents and the Employees Retirement System, also are
expected to be reported as OPEB.
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Insurance

The type and amounts of insurance that are carried by the various departments of the State and the State's agencies and
authorities are specified through contracts between the Department of Administrative Services and each such department, agency
or authority entered into pursuant to the provisions of O.C.G.A. Title 50, Chapter 5 and other sections of the Official Code of
Georgia Annotated. See "APPENDIX B - STATE OF GEORGIA - Combined Financial Statements- Notes to the

Financial Statements - Note 7: Risk Management" herein.
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Sonny Perdue
Governor

Siaae Accountive Oirice State Ac"cy‘;‘:n't'i'r";’g'g"(?;

Lascal Lendersiup for Georgia
200 Piedmont Avenue 1604 West Tower Atlanta, GA 30334 phone (404) 656-2133 fax (404) 463-5089

December 23, 2005

The Honorable Sonny Perdue
Governor of Georgia

and
Members of the General Assembly
Citizens of the State of Georgia

The Comprehensive Annual Financial Report of the State of Georgia for the year ended June 30, 2005, is hereby
submitted in accordance with the Official Code of Georgia Annotated 50-50b-3(7) . Responsibility for both the
accuracy of the data, and the completeness and fairness of the presentation, including all disclosures, rests with the
State. All disclosures necessary to enable the reader to gain an understanding of the State's financial activities have
been included.

Format and Content of Report. The Comprehensive Annual Financial Report is presented in three sections:
Introductory, Financial and Statistical. The Introductory Section includes this transmittal letter, an organization chart
and a listing of principal officials. The Financial Section contains the State Auditor’s report; Management’s
Discussion and Analysis (MD&A); the Basic Financial Statements, which present the government-wide financial
statements and fund financial statements for governmental funds, proprietary funds and fiduciary funds, together with
notes to the Basic Financial Statements; Required Supplementary Information, which includes budgetary comparison
schedules; and supplementary financial data, which includes combining financial statements and schedules for
individual funds. The Statistical Section provides a history of selected financial and demographic information.

This report presents information on the financial position and operations of state government as one reporting entity.
The various agencies, departments, boards, commissions and other organizational units of Georgia state government
which constitute the State financial reporting entity are included in the Comprehensive Annual Financial Report in
accordance with criteria established by the Governmental Accounting Standards Board. Accordingly, this report
contains information on Georgia’s primary government, and on component units that are financially accountable to
the State.

Internal Controls. Management of the State is responsible for establishing and maintaining internal accounting
controls designed to ensure that assets are safeguarded and that financial transactions are properly recorded and
adequately documented. The internal control structure is designed to provide reasonable, but not absolute, assurance
that these objectives are met. The concept of reasonable assurance recognizes that the cost of a control should not
exceed the benefits likely to be derived and that the valuation of costs and benefits requires estimates and judgments
by management.



Independent Audit. The financial statements of the organizations comprising the State reporting entity have been
separately examined and reported on by either the State Auditor or independent certified public accountants. The
accompanying financial statements for the State of Georgia have been prepared from the results of those
examinations. The State Auditor's opinion thereon appears at the beginning of the Financial Section of this report.

Federal laws and regulations require that the State undergo an annual audit in conformity with the Single Audit Act
Amendments of 1996 and the U. S. Office of Management and Budget Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Information related to the single audit, which includes a schedule of
expenditures of federal awards, a report on internal control and compliance applicable to each major program, and a
schedule of findings and questioned costs, is included in a separately issued State of Georgia Single Audit Report.
Also included is a report on internal control over financial reporting and compliance with certain laws, regulations,
contracts and grants in accordance with Government Auditing Standards.

Management’s Discussion and Analysis (MD&A). The discussion and analysis immediately following the report
of the independent auditors provides an overview and analysis of the State’s Basic Financial Statements, with a focus
on the primary government and its activities. This letter of transmittal is designed to complement the MD&A and
should be read in conjunction with it.

PROFILE OF THE GOVERNMENT

Structure. The Constitution of the State of Georgia provides the basic framework for the State’s government, which
is divided into three separate branches: legislative, executive, and judicial. The duties of each branch are outlined in
the Constitution and in the Official Code of Georgia Annotated. State government services provided to citizens

include education, health and welfare, transportation, public safety, economic development, recreation and
conservation.

Budgetary Control. The objective of budgetary control is to ensure compliance with legal provisions embodied in
the General Appropriations Act enacted by the General Assembly. Annual appropriated budgets are adopted at the
departmental level and are applicable to the general, debt service and capital projects funds. All unencumbered annual
appropriations lapse at fiscal year end unless otherwise specified by the Constitution or statute. The Constitution
further authorizes the passage of additional Supplementary Appropriation Acts for specific purposes, provided
sufficient unappropriated funds are available or additional revenue measures have been enacted. Federal funds
received by the State are continually appropriated in the exact amounts and for the purposes authorized and directed
by the awarding federal agency.

The budgetary basis of accounting required by state law differs materially from the basis used to report revenues and
expenditures in accordance with generally accepted accounting principles (GAAP). In addition, the fund structure
utilized to implement the annual budget differs extensively from the fund structure presented in these financial
statements.

The separately published Report of the State Auditor is issued annually. The sole purpose of the Report of the State
Auditor is to provide the General Assembly with information concerning financial compliance with the Amended
Appropriations Act for the fiscal year. In contrast to issuing financial statements in accordance with generally
accepted accounting principles, the financial statements presented in the Report of the State Auditor are reported in
conformity with statutory requirements.
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FACTORS AFFECTING FINANCIAL CONDITION

Cash Management. The State Depository Board is designated by State law as the oversight Board for Georgia’s
cash management and investment policies. The Office of Treasury and Fiscal Services (“OTFS”) acts as the
administrative agent of the Board. As more fully discussed in Notes 1 and 3 to the Basic Financial Statements, OTFS
invests temporarily idle cash in statewide investment pools. All such funds are invested considering first the probable
safety of capital and then probable income, while meeting daily cash flow requirements and conforming to all statutes
governing the investment of public funds.

Debt Administration. The Georgia State Financing and Investment Commission, an agency of the State, is
empowered by law to receive the proceeds from the issuance of State of Georgia general obligation and guaranteed
revenue debt from the State, to provide for the proper application and use of the debt proceeds, and to establish the
procedures for protecting the holders of such debt. Under the Constitution of the State of Georgia, the highest
aggregate annual debt service (principal and interest) for all outstanding general obligation and guaranteed revenue
debt may not exceed 10 percent of the previous fiscal year's revenue collections. The highest total annual
commitments at June 30, 2005, were 6.01 percent of the 2004 revenue collections. At June 30, 2005, outstanding
general obligation debt issues of the State of Georgia totaled $6,183,865,000 and outstanding guaranteed revenue
bonds issued by certain discretely presented component units were $745,173,466. Subsequent to June 30, 2005, the
State issued an additional $610,715,000 of general obligation debt and $425,000,000 of general obligation refunding
debt.

At June 30, 2005, the State of Georgia maintained the following investment service bond ratings:

Moody's Investors Service Aaa
Standard & Poor's Corporation AAA
Fitch's Investor's Service, Incorporated AAA

Further detailed information on outstanding bonds is reflected in the Financial Section, Notes to the Financial
Statements and Statistical Section of this report.

Pension Trust Funds. Total net assets of the State’s pension plans reached $60,293,058,105 at June 30, 2005. Of
the State’s fifteen (15) pension trust funds, the Employees’ Retirement System and the Teachers’ Retirement System
represent more than 96% of the total net assets. Financial activities of the pension trust funds are presented in fund
level financial statements for fiduciary funds. Additional disclosures relating to the State’s pension funds are
provided in Note 15 to the basic financial statements.

Risk Management. The State is self-insured against certain property and liability claims, including workers’
compensation and unemployment compensation. The Risk Management Funds accumulate reserves for certain
property and liability risks and pay for commercial insurance coverage. Revenues are generated from premiums
charged to state and local government organizations. Various risk control techniques are utilized to minimize
accident-related losses; risk managers also identify unique loss exposures and develop strategies to reduce the cost of
risk associated with individual business operations.

Economic Conditions and Outlook. Georgia’s economy in fiscal year 2005 continued its growth cycle following the
recession of 2001. The three sources of tax revenue most closely tied to economic conditions, personal income tax,
corporate income tax and sales tax, all experienced healthy growth in fiscal year 2005. Compared to fiscal year 2004,
personal income tax grew 6.6%, corporate income tax grew approximately 50%, and sales tax grew 7.3%. This
growth in tax revenue indicates solid growth in the underlying Georgia economy.

The growth cycle followed a very tough recessionary period. Employment as measured by non-farm payrolls peaked
in the first quarter of calendar year 2001 and continued to fall until the middle of 2003, the start of fiscal year 2004.
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The decline in non-farm payrolls and the very low rates of growth in nominal personal income associated with this
recession resulted in state revenues decreasing for fiscal years 2002 and 2003.

Employment measures for Georgia have been giving mixed signals. Non-farm employment which is measured based
on a survey of establishments has been slow. Total non-farm employment grew at about 0.5% in fiscal year 2005.
This slow growth was primarily due to significant decreases in employment in retail trade and manufacturing.
Decreases in payrolls in these two sectors cut employment growth nearly in half. Sectors in which job growth was
strong include wholesale trade, financial services, business and professional services, education and health, leisure and
hospitality and government. '

In contrast to the employment survey, the household survey indicates substantially strong growth in the level of
employment in Georgia. The household survey indicates that 58,000 jobs were added in fiscal year 2005, an increase
of about 1.4%. This is more than double the level indicated by the employment survey.

A final timely economic indicator for Georgia is total personal income. In fiscal year 2005, Georgia personal income
grew at 6.8%. In comparison, personal income for the U. S. grew 6.5%.

The outlook for Georgia’s economy in fiscal year 2006 is clouded by the run-up in energy prices caused by hurricanes
in the energy producing Gulf of Mexico. The initial quarter of fiscal year 2006 saw tax revenue growth of over 9%
and non-farm employment growth of about 26,000 jobs. In addition, the bankruptcy proceeding of a major employer,
Delta Air Lines, is likely to be a drag on growth. Despite these concerns, the overall outlook remains generally
positive. State revenues are projected to grow at about 6.1% overall.

MAIJOR INITIATIVES

Executive Orders for Reduction of Taxes on Energy. The State was impacted by the high cost of fuel resulting
from the impact of hurricane Katrina. Through an executive order, approved by the legislature, the Governor
suspended tax collections on motor fuel sales for the month of September 2005, saving Georgia drivers approximately
$75 million. An executive order in December 2005 reduced the sales tax on natural gas during the peak heating
months of January through April 2006 and reduced the sales tax on liquid propane from January through March 2006.
This order will provide tax savings to consumers ranging from $16 to $20 million and prevents the State from
reaping a revenue windfall from the high cost of these fuels.

Increased Education Funding. With the improvement in the economy and increases in tax revenues in the last two
years, funding for education has been enhanced to improve the quality of education and also to address growth of
approximately 2.5 percent per year.

Control of Health Care Costs. Increased health care costs related to Medicaid and employee health benefits
continue to place strains on the State’s budget. The State is implementing a managed care plan for Medicaid and
PeachCare as well as other initiatives to control costs.

Commission for a New Georgia. The Commission for a New Georgia was created in June 2003 as part of the
Governor’s desire to improve the culture of State government. The Commission is an innovative public-private
partnership formed to create breakthrough ideas to help Georgia become a better-managed state and to envision
Georgia’s strategic future. The Commission brings together some of Georgia’s best and brightest to create innovative
solutions that will help Georgians save money, grow the State’s economy, and make Georgia’s residents healthier,
safer, and well-educated. Implementation efforts have been initiated for many of the Commission’s recommendations
including: procurement, financial management, asset management, customer service, and others.
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State Accounting Office. Previously operating under Executive Order, the State Accounting Office was statutorily
created effective July 1, 2005. Duties of this Office include preparation of the State’s Comprehensive Annual
Financial Report, which was formerly prepared by the Department of Audits and Accounts. With the change in
responsibility for preparation of this report, there is no longer an impairment of independence in the Auditor’s
rendering of an opinion on the Comprehensive Annual Financial Report. As such, the qualification for independence
that appeared in previous reports has been removed.

CONCLUSION

Compilation of Transmittal Letter

This transmittal letter has been compiled utilizing information contributed by various State management sources. We
express our appreciation to the State Agencies and the Department of Audits and Accounts for their dedicated efforts
in completing this report and audit during this transition year.

Respectfully submitted,
%w = /,/%_,————

Lynn H. Vellinga, CPA
State Accounting Officer
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DEPARTMENT OF AUDITS AND ACCOUNTS
270 Washington St. S.W. Suite 1-156
Atlanta, Georgia 30334
RusseLL W. HINTON

STATE AUDITOR
(404) 656-2174

INDEPENDENT AUDITOR’S REPORT

The Honorable Sonny Perdue
Governor of Georgia

and
Members of the General Assembly
of the State of Georgia

We have audited the accompanying financial statements of the governmental activities, business-type
activities, the aggregated discretely presented component units, each major fund, and the aggregated
remaining fund information of the State of Georgia as of and for the year ended June 30, 2005 which
collectively comprise the State’s basic financial statements as listed in the table of contents. These
financial statements are the responsibility of management of the State of Georgia. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the financial
statements of certain organizations. These organizations reflect the following percentages of total assets
and revenues or additions of the indicated opinion units:

Percent of Opinion | Percent of Opinion Unit’s

Opinion Unit Unit’s Total Assets | Total Revenues/Additions
Governmental Activities 14% 21%
Business-Type Activities 4% 30%
Aggregate Discretely Presented Component Units 92% 93%
Governmental Fund - General Fund 16% 21%

Governmental Fund - Georgia State Financing and

. 100% 100%
Investment Commission
Proprietary Fund/Enterprise Fund -State Employees’ o o
Health Benefit Plan 100% 100%
Aggregate Remaining Fund Information 91% 50%

The financial statements of these organizations and component units were audited by other auditors
whose reports have been furnished to us, and our opinions, insofar as it relates to the amounts included for
those financial statements, is based solely upon the reports of the other auditors.

Except as discussed in the following paragraphs, we conducted our audit in accordance with auditing
standards generally accepted in the United States of America and Government Auditing Standards, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the
audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. The financial statements of the Georgia Lottery Corporation, Georgia College and State
University Foundation, Georgia Southern University Housing Foundation, Inc., Georgia State University



Foundation, Georgia Tech Athletic Association, Georgia Tech Facilities, Inc., Georgia Tech Foundation,
Inc., Kennesaw State University Foundation, Inc., Medical College of Georgia Foundation, Inc.,
University of Georgia Athletic Association, Inc., and the University of Georgia Foundation were audited
in accordance with auditing standards generally accepied in the United States of America but were not
audited in accordance Government Auditing Standards issued by the Comptroller General of the United
States. An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in
the financial statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement presentation. We
believe that our audit and the reports of other auditors provide a reasonable basis for our opinions.

Georgia statutes, in addition to audit responsibilities, entrust other responsibilities to the Department of
Audits and Accounts. Those responsibilities included the maintenance of the Accounting Procedures
Manuai for the State of Georgia and service by the State Auditor on the governing boards of various
agencies, authorities, commissions, and component units of the State of Georgia. Except for the State
Depository Board, which is the oversight board for the Office of Treasury and Fiscal Services, the
Department of Audits and Accounts elected to not provide audit services for the organizational units of
the State of Georgia associated with these boards. The Department of Audits and Accounts has also
elected to not provide audit services for the Department of Community Health (DCH) due fo a contractual
obligation with DCH te conduct certain non-audit services.

Constitutional and statutory provisions of the State of Georgia did not provide for a position or
organizational unit responsible for the preparation of statewide financial statements during fiscal year
2005. However, on July 1, 2005, statutory provisions of the State of Georgia became effective
establishing the State Accounting Office whose duties included the preparation of consolidated financial
statements for the State of Georgia and maintenance of the Accounting Procedures Manual for the State
of Georgia. The accompanying financial statements referred to in the first paragraph were prepared by
the State Accounting Office.

As discussed in Notes 8 and 9 to the basic financial statements, the State of Georgia did not maintain
adequate systems to identify, classify, and report leases as operating leases (lessee) or capital leases in
conformity with accounting principles generally accepted mn the United States of America. We were
unable to determine the effect these limitations had on the financial statements.

The major proprietary fund - Unemployment Compensation Fund, maintained by the Georgia Department
of Labor, restated net assets at June 30, 2004 in the amount of $138,411,632. The Georgia Department of
Labor, however, did not provide evidential matter to support $34,161,666 of the adjusting entries. We
were unable to determine the effect this limitation had on the Statement of Revenues, Expenses, and
Changes in Fund Net Assets and the Statement of Cash Flows.

In our opinion, based on our audit and the reports of other auditors, except for the effects of not
maintaining adequate systems to account for leases as described in the fifth paragraph, the financial
statements referred to in the first paragraph present fairly, in all material respects, the financial position of
the governmental activities of the State of Georgia as of June 30, 2005, and the respective changes in
financial position thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been abie to examine evidence regarding adjustments to net assets at June 30, 2004
referred to in the sixth paragraph, the Statement of Revenues, Expenses, and Changes in Fund Net Assets
and the Statement of Cash Flows, present fairly, in all material respects, the changes in financial position
and cash flows thereof for the major proprietary fund — Unemployment Compensation Fund for the year
ended June 30, 2005 in conformity with accounting principles generally accepted in the United States of
America. :



In our opinion, the Statement of Net Assets of the major proprietary fund — Unemployment Compensation
Fund present fairly, in all material respects, the financial position of the major proprietary fund —
Unemployment Compensation Fund as of June 30, 2005, in conformity with accounting principles
generally accepted in the United States of America.

In our opinion, based on our audit and the reports of other auditors, the financial statements referred to in
the first paragraph present fairly, in all material respects, the financial position of the business-type
activities, the aggregated discretely presented component units, the General Fund, the Georgia State
Financing and Investment Commission, State Employees’ Health Benefit Plan, Higher Education Fund,
and the aggregated remaining fund information of the State of Georgia as of June 30, 2005, and the
respective changes in financial position and cash flows, where applicable, thereof for the year then ended
in conformity with accounting principles generally accepted in the United States of America.

The financial statements of the general fund reflect accounts payable in the amount of $758,104,038
which represents the State of Georgia’s liability for teachers salaries earned before June 30, 2005, but not
paid until July and August, 2005. State appropriations for the subsequent fiscal year were available for
obligation even though the period to which the appropriation applied had not begun. The recognition of
this liability at June 30, 2005, however, is not in accordance with generally accepted accounting
principles as promulgated by Governmental Accounting Standards Board (GASB) Statement 33 because
the subsequent fiscal year had not begun. We believe, however, the omission of this liability would cause
the financial statements of the State of Georgia to be misleading.

As discussed in Note 2 to the basic financial statements, the State of Georgia changed its methodology of
applying GASB Statement 39, Determining Whether Certain Organizations Are Component Units — an
amendment of GASB Statement No. 14.

In accordance with Government Auditing Standards, we will issue our report dated December 23, 2005,
on our consideration of the State of Georgia’s internal control over financial reporting and on our tests of
its compliance with certain provisions of laws, regulations, contracts and grants. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be read in
conjunction with this report in considering the results of our audit.

Management’s discussion and analysis on pages 7 through 17, the schedule of funding progress for the
Employees’ Retirement System of Georgia on page 95, and the budgetary comparison schedule and
accompanying notes on pages 96 through 100 are not required parts of the basic financial statements but
are supplementary information required by the Governmental Accounting Standards Board. We have
applied certain limited procedures, which consisted principally of inquiries of management regarding the
methods of measurement and presentation of the required supplementary information. However, we did
not audit the information and express no opinion on it.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the State of Georgia’s basic financial statements. The combining statements and schedules as
listed in the table of contents are presented for purposes of additional analysis and are not a required part
of the basic financial statements. The combining statements and schedules have been subjected to the
auditing procedures applied by us and the other auditors in the audit of the basic financial statements and,
in our opinion, based on our audit and the reports of other auditors, are fairly stated in all material
respects in relation to the basic financial statements taken as a whole.



The Introductory and Statistical Sections as listed in the table of contents have not been subjected to the
auditing procedures applied by us and the other auditors in the audit of the basic financial statements and,
accordingly, we express no opinion on them.

Respectfully submitted,

fmm W4 R

ssell W. Hinton, CPA, CGFM
State Auditor

December 23, 2005
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MANAGEMENT’S DISCUSSION AND ANALYSIS

Management of the State of Georgia provides this Management’s Discussion and Analysis of the State of
Georgia’s Comprehensive Annual Financial Report (CAFR) for readers of the State’s financial statements. This
narrative overview and analysis of the financial activities of the State of Georgia is for the fiscal year ended June
30, 2005. We encourage readers to consider this information in conjunction with the additional information that
is furnished in the letter of transmittal, which can be found in the Introductory Section of this report, and with the
State’s financial statements, which follow this narrative.

FINANCIAL HIGHLIGHTS

Government-Wide

The assets of the State exceeded its liabilities at the close of the fiscal year by $20.6 billion (reported as “net
assets”). Of this amount, $1.7 billion (reported as “unrestricted net assets”) may be used to meet the State’s
ongoing obligations to citizens and creditors. Component units of the State reported net assets of $4.3 billion for
the fiscal year ended June 30, 2005. The State’s total net assets (including restatement of the prior year balance)
decreased by $135 million.

Fund Level

Governmental Funds — As of the close of the current fiscal year, the State’s governmental funds reported a
combined ending fund balance of $4.6 billion, with $725 million of this total available for spending at the
government’s discretion (unreserved fund balance).

Proprietary Funds — Net assets at the end of fiscal year 2005 totaled $7.4 billion. Total net assets for the
Enterprise Funds (including restatement of the prior year balance) increased by $307 million during the fiscal
year; Internal Service Funds increased by $12 million.

Long-term Liabilities
The State’s long-term liabilities totaled $7.4 billion at June 30, 2005. General obligation debt is the major
component comprising 85% of these liabilities.

OVERVIEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intended to serve as an introduction to the State of Georgia’s basic financial
statements. The State’s basic financial statements include three components: 1) government-wide financial
statements, 2) fund financial statements, and 3) notes to the financial statements. This report also contains
required supplementary information in addition to the basic financial statements.

Government-Wide Financial Statements: Reporting the State as a Whole

The government-wide financial statements are designed to provide readers with a broad overview of the State of
Georgia’s finances, in a manner similar to the private sector. These financial statements provide both short-term
and long-term information about the State’s financial status, which assists in assessing the State’s financial
condition at the end of the fiscal year. The statements are prepared using the flow of economic resources
measurement focus and the accrual basis of accounting, and report financial information about the entire
government except fiduciary activities. The government-wide financial statements include two statements:



The Statement of Net Assets presents all of the State’s assets and liabilities, with the difference between the two
reported as “net assets”. Over time, increases and decreases in net assets may serve as a useful indicator of
whether the State’s financial position is improving or deteriorating.

The Statement of Activities presents information showing how the government’s net assets changed during the
most recent fiscal year. All changes in net assets are reported as soon as the underlying event giving rise to the
change occurs, regardless of the timing of related cash flows. Therefore, revenues and expenses are reported in
this statement for some items that will not result in cash flows until future fiscal periods (e.g., uncollected taxes
and earned but unused vacation leave). This statement also presents a comparison between direct expenses and
program revenues for each function of the State.

Both of the above financial statements report three activities:

Governmental Activities — Taxes and intergovernmental revenues principally fund the activities reported within
this section. The majority of the State’s basic services fall under this activity including general government,
education, health and welfare, transportation, public safety, economic development and assistance, culture and
recreation, conservation, and interest on long-term debt.

Business-Type Activities — These activities normally are intended to recover all or a significant portion of their
costs through user fees and charges to external users of goods and services. The most significant business-type
activities of the State include the operations of the Unemployment Compensation Contributions and Benefits
Fund (by the Georgia Department of Labor), the self-insured State Employees’ Health Benefit Plan (by the
Georgia Department of Community Health) and the programs of the Higher Education Fund (by the Board of
Regents of the University System of Georgia and the Georgia Department of Technical and Adult Education).

Discretely Presented Component Units — Although these organizations are legally separate, the State is financially
accountable for them. Financial information for these component units is reported on the government-wide
statements separately from the financial information presented for the primary government. For the most part,
these entities operate similar to private sector businesses and the business-type activities described above. The
State’s most significant discretely presented component units are Georgia Environmental Facilities Authority,
Georgia Housing and Finance Authority, Georgia Lottery Corporation, Georgia Tech Foundation, Incorporated,
and the State Road and Tollway Authority.

The government-wide financial statements can be found immediately following this discussion and analysis.

Fund Financial Statements: Reporting the State’s Most Significant Funds

A fund is a grouping of related accounts that is used to maintain control over resources that have been segregated
for specific activities or objectives. The State of Georgia, like other state and local governments, uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements.

The fund financial statements focus on individual parts of the State government (not on the State as a whole),
reporting the State’s operations in more detail than the government-wide statements. All of the funds of the State
of Georgia can be divided into three categories: governmental funds, proprietary funds, and fiduciary funds.
These fund categories use different accounting approaches and should be interpreted differently.

Governmental Funds — Most of the basic services provided by the State are financed through governmental funds.
These funds are used to account for essentially the same functions reported as governmental activities in the
government-wide financial statements. However, unlike the government-wide financial statements, the
governmental fund financial statements focus on short-term inflows and outflows of spendable resources. They
also focus on the balances of spendable resources available at the end of the fiscal year. Such information may be
useful in evaluating the government’s short-term financing requirements. This approach is known as using the
flow of current financial resources measurement focus and the modified accrual basis of accounting. These
statements provide a detailed short-term view of the State’s finances that assists in determining whether there will

be adequate financial resources available to meet the current needs of the State.
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Because the focus of governmental funds is narrower than that of the government-wide financial statements, it is
useful to compare the information presented for governmental funds with similar information presented for
governmental activities in the government-wide financial statements. By doing so, readers may better understand
the long-term impact of the government’s short-term financing decisions. Both the governmental fund balance
sheet and the governmental fund statement of revenues, expenditures, and changes in fund balances provide a
reconciliation to facilitate this comparison between governmental funds and the governmental activities. These
reconciliations are presented on the page immediately following each governmental fund financial statement.

The State of Georgia maintains eight individual governmental funds. The State’s two major governmental funds
are the General Fund and the Georgia State Financing and Investment Commission (GSFIC), which is a capital
projects fund. Information for each major fund is presented separately in the governmental fund balance sheet
and in the governmental fund statement of revenues, expenditures, and changes in fund balances. Data for the
remaining six governmental funds are combined into a single, aggregated presentation. Individual fund data for

each of these non-major governmental funds is provided in the form of combining statements elsewhere in this
report.

The basic governmental fund financial statements can be found immediately following the government-wide
statements.

Proprietary Funds — The State of Georgia maintains two different types of proprietary funds. When the State
charges customers for the services it provides, whether to customers outside the State of Georgia reporting entity
(enterprise funds) or to other organizations within the reporting entity (internal service funds), these services are
reported in proprietary funds.

The State of Georgia’s proprietary funds include four enterprise funds and six internal service funds. The State’s
three major enterprise funds are the Higher Education Fund, the State Employees’ Health Benefit Plan and the
Unemployment Compensation Fund. As there is only one nonmajor enterprise fund, combining statements are
not required. The enterprise funds are the same as the business-type activities reported in the government-wide
statements, but more detail is provided for each of these funds in the proprietary fund statements. Conversely, all
six internal service funds are combined into a single, aggregated presentation in the proprietary fund financial
statements. Individual fund data for the internal services funds is provided in the form of combining statements
elsewhere in this report. Since the internal service funds benefit both the governmental functions and the
business-type functions, they have been proportionately included within the governmental activities and the
business type activities in the government-wide financial statements.

The basic proprietary fund financial statements can be found immediately following the governmental fund
financial statements.

Fiduciary Funds and Similar Component Units: The State as Trustee — These funds are used to account for
resources held for the benefit of parties outside the state government. Fiduciary funds are not reflected in the
government-wide financial statements because the resources of these funds are not available to support the State’s
own programs; instead, the State is responsible for using the fiduciary assets for the fiduciary fund’s intended
purposes. The accounting used for fiduciary funds is much like that used for proprietary funds.

The State’s fiduciary funds are the Pension Trust Funds (fifteen separate retirement plans for employees), the
Investment Trust Funds (which account for the transactions, assets, liabilities and fund equity of external
investment pools), Private-Purpose Trust Funds (which account for assets held by the government in a trustee
capacity), and Agency Funds (which account for the assets held for distribution by the State as an agent for other
governmental units, other organizations or individuals). Individual fund data for the fiduciary funds and similar
component units can be found in the combining statements elsewhere in this report.

The basic fiduciary fund financial statements can be found immediately following the proprietary fund financial
statements.



Notes to the Financial Statements

The notes proyide additional information that is essential to a full understanding of the data provided in the
. govemment-w1de a_nd fund financial statements. The notes to the financial statements can be found immediately
following the fiduciary funds and similar component units’ financial statements.

Required Supplementary Information
In gddltlon ‘Fo this Management’s Discussion and Analysis, which is required supplementary information, the
basic financial statements are followed by a section of other required supplementary information. This section

includes (1) a budgetary comparison schedule and accompanying reconciliation to the governmental fund
financial statements, and (2) pension funding information.

Combining Statements

The combining statements referred to earlier in connection with non-major governmental funds, internal service
funds, and fiduciary funds are presented following the required supplementary information. The total columns of
these combining financial statements carry to the applicable fund financial statements.

GOVERNMENT-WIDE FINANCIAL ANALYSIS

Net Assets
As noted earlier, net assets may serve over time as a useful indicator of a government’s financial position. The

State of Georgia’s combined assets (governmental and business-type activities) exceeded liabilities by $20.6
billion at the end of fiscal year 2005.

State of Georgia
Net Assets as of June 30, 2005 and 2004
Governmental Business-Type Total Primary
Activities Activities Government
2005 2004 2005 2004 2005 2004
Current and Other
Non-current Assets $ 9,580,424,594 $ 8,902,740,907 $ 2,821,605,626 $ 2,637,831,157 $ 12,402,030,220 $ 11,540,572,064
Net Capital Assets 15,522,642,591 14,813,652,946 4,894,624,364 4,331,341,093 20,417,266,955 19,144,994,039
Total Assets $ 25,103,067,185 $  23,716,393,853 $ 7,716,229,990 $ 6,969,172,250 $ 32,819,297,175 $ 30,685,566,103
Non-current Liabilities $ 6,525,133,277 $ 6,811,312,051 § 846,466,373 $ 637,171,719 § 7,371,599,650 $ 7,448,483,770
Other Liabilities 4,081,480,464 3,284,334,989 689,342,328 607,715,673 4,770,822,792 3,892,050,662
Total Liabilities $ 10,606,613,741 _$ 10,095,647,040 _$ 1,535,808,701 _$ 1,244,887,392 § 12,142,422,442 $ 11,340,534,432
Net Assets
Invested in Capital Assets,
net of related debt $ 10,914,903,468 $ 10,073,116,534 $ 4,214,124,405 $ 3,849,934,815 $ 15,129,027,873 § 13,923,051,349
Restricted 2,248,833,736 2,166,593,614 1,599,877,521 1,269,662,551 3,848,711,257 3,436,256,165
Unrestricted 1,332,716,240 1,381,036,665 366,419,363 604,687,492 1,699,135,603 1,985,724,157
Total Net Assets $ 14,496,453,444 $ 13,620,746,813 $ 6,180,421,289 ' $ 5,724,284,858 $  20,676,874,733 $ 19,345,031,671
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The largest portion of the State of Georgia’s net assets (73 percent) reflects its investment in capital assets (e.g.,
land, buildings, machinery and equipment, infrastructure) less any related debt used to acquire those assets that is
still outstanding. Infrastructure assets comprise 47 percent of the State’s capital assets, net of accumulated
depreciation. The State uses capital assets to provide services to citizens; consequently, these assets are not
available for future spending. Although the State’s investment in its capital assets is reported net of related debt,
it should be noted that the resources needed to repay this debt must be provided from other sources, since the
capital assets themselves cannot be used to liquidate these liabilities.

An additional portion of the State’s net assets (19 percent) represents resources that are subject to external
restrictions on how they may be used. The remaining balance of unrestricted net assets may be used at the State’s
discretion to meet ongoing obligations to citizens and creditors, however, certain portions of unrestricted net

assets have internal designations. Internally imposed designations of resources are not presented as restricted net
assets.

At the end of the current fiscal year, the State is able to report positive balances in all three categories of net
assets, both for the government as a whole, as well as for its separate governmental and business-type activities.

Changes in Net Assets

The revenues and expenses information, shown in the table on the following page, was derived from the
government-wide Statement of Activities and reflects how the State’s net assets changed during the fiscal year.
The State of Georgia earned program revenues of $18.8 billion and general revenues of $16.2 billion, totaling $35
billion during Fiscal Year 2005. Expenses for the State during Fiscal Year 2005 were $35.2 billion.

The State’s net assets (including restatement of the prior year balance) decreased by $135 million'du'ring.the
current fiscal year. The economic information presented later in this discussion and analysis provides insight into
the conditions of the State that have caused this to occur.



State of Georgia
Changes in Net Assets for the Years Ended June 30, 2005 and 2004

Total
Governmental Business-Type Primary
Activities Activities Government
2005 2004 2005 2004 2005 2004
Revenues:
Program Revenues:

Charges for Services $  2,553,120,758 $  2,256,765,248 $ 1,934,573,870 $  2,079,339,180 $  4,487,694,628 $  4,336,104,428
Operating Grants and

Contributions (1) 9,213,591,433 10,278,522,740 4,050,853,698 3,330,386,346 13,264,445,131 13,608,909,086
Capital Grants and Contributions (1) 1,014,143,818 7,100,353 40,028,701 148,406,860 1,054,172,519 155,507,213

General Revenues:

Taxes 14,828,284,294 13,734,734,437 - 14,828,284,294 13,734,734,437
Grants and Contributions 176,603 - - 176,603
Unrestricted Investment Income 208,655,548 116,615,258 88,206,697 58,646,464 296,862,245 175,261,722
Unclaimed Property 75,352,829 54,073,941 - 75,352,829 54,073,941
Other 1,011,803,330 1,094,273,034 - 1,011,803,330 1,094,273,034

Total Revenues $ 28,904,952,010 $ 27,542,261,614 $ _ 6,113,662,966 $ _ 5,616,778,850 $ 35,018,614,976 $ 33,159,040,464

Expenses:

General Government $ 1,354,450,611 $ 1,900,816,188 $ $ - $  1,354,450,611 § 1,900,816,188
Education 8,376,252,428 8,007,435,032 - 8,376,252,428 8,007,435,032
Health and Welfare 11,847,414,184 11,370,543,257 - 11,847,414,184 11,370,543,257
Transportation 2,316,637,951 1,844,280,801 - 2,316,637,951 1,844,280,801
Public Safety 1,781,048,236 1,712,345,630 - 1,781,048,236 1,712,345,630
Economic Development and

Assistance 702,878,955 738,424,900 - 702,878,955 738,424,900
Culture and Recreatoin 225,821,123 237,830,704 - 225,821,123 237,830,704
Conservation 48,790,642 49,089,414 - 48,790,642 49,089,414
Interest and Other Charges on

Long-Term Debt 318,859,479 319,033,931 - 318,859,479 319,033,931
Georgia Technology Authority - 193,917,948 198,937,289 193,917,948 198,937,289
Higher Education Fund - 5,310,815,372 4,762,819,609 5,310,815,372 4,762,819,609
State Employees' Health

Benefit Fund - 2,092,456,636 1,850,125,373 2,092,456,636 1,850,125,373
Unemployment Compensation - 584,260,307 877,555,002 584,260,307 877,555,002

Total Expenses $ 26,972,153,609 $ 26,179,799,857 $ _ 8,181,450,263 $ _ 7,689,437,273 $ _35.1 53,603,872 $ 33,869,237,130

Increase (Decrease) in Net Assets
BeforeTransfers and Special Items  $  1,932,798,401 §  1,362,461,757 $§ (2,067,787,297) §  (2,072,658,423) $  (134,988,896) §  (710,196,666)

Transfers (2,340,526,077) (2,294,450,061) 2,340,526,077 2,294,450,061 - -
Special Item - - - - -
Change in Net Assets $  (407,727,676) $  (931,988,304) $ 272,738,780 $ 221,791,638 $  (134,988,896) $  (710,196,666)
Net Assets, July 1 - Restated 14,904,181,120 14,552,735,117 5,907,682,509 5,502,493,220 20,811,863,629 20,055,228,337
Net Assets, June 30 $ 14496453444 $ 13,620,746,813 § _ 6,180,421.289 $ _ 5724284858 $ 20,676,874,733 § _19,345,031,671

(1) Certain federal and other revenues for infrastructure expenditures were reported as Operating Grants and Contributions in FY 04,
but are reported as Capital Grants and Contributions in FY 05.

Governmental Activities
Governmental activities reduced the State’s net assets (including restatement of the prior year balance) by $408

million. This decrease was primarily due to current year expenditures for capital acquisitions exceeding current
year bond proceeds.

Governmental revenues account for approximately 83 percent of total revenue. Approximately 51 percent of
governmental revenue came from taxes, while 35 percent resulted from grants and contributions (mostly federal
revenue). Charges for various goods and services provided 9 percent of the revenues. The State’s expenses cover
a range of services. The largest outlays were for education, including transfers to higher education, and health
and welfare, which combined, accounted for 77 percent of total governmental activity expenses and transfers. In
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fiscal year 2005, governmental activity expenses and transfers were funded 44.2 percent, or $12.8 billion, from
program revenues and 55.8 percent, or $16.1 billion, from general revenues (mostly taxes).

Governmental Activities - Sources of Revenue

8.83%
Sales and
4.48% Chargf:s for
Other General Services
Revenue 31.88%
Operating Grants
and
Contributions
51.30%
General Taxes
3.51%
Capital Grants
and
Contributions

Governmental Activities - Expenses by Program and

Transfers
4.6% 2.4%
070 Economic 1.9%
General Development Transportation
Government

and Assistance

6.1%
Public Safety
40.4%
Health and
28.6% 7.8% Welfare
Education Transfers to
Higher

Education

13



Business-Type Activities

Business-type activities increased the State of Georgia’s net assets (including restatement of the prior year
balance) by $273 million. Additions to the facilities of various colleges and universities account for this change.
Operating Grants and Contributions accounted for 48 percent of revenues and transfers and Higher Education and
State Employees’ Health Benefit Plan accounted for 90 percent of expense.

In fiscal year 2005, business-type activities expenses were funded 71.3 percent, or $6.0 billion, from program
revenues; 1.0 percent, or $88 million, from general revenues; and 27.7 percent, or $2.3 billion, from transfers
from governmental activities to fund higher education. '

Business-Type Activities - Expenses and Program

Revenues
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£ Expenses
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Compensation Fund
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FINANCIAL ANALYSIS OF THE STATE’S INDIVIDUAL FUNDS

As noted earlier, the State uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements.

Governmental Funds

The focus of the State’s governmental funds is to provide information on near-term inflows, outflows, and
balances of spendable resources. Such information is useful in assessing the State’s financing requirements. In
particular, unreserved fund balance may serve as a useful measure of a government’s net resources available for
spending at the end of the fiscal year.

As of the end of fiscal year 2005, the State of Georgia’s governmental funds reported combined ending fund
balances of $4.6 billion, a decrease of $191.1 million in comparison with the prior fiscal year (after restatement of
the prior year balance). Approximately 16% of this total amount ($725 million) constitutes unreserved fund
balance, the majority of which is in the Capital Projects Fund and is designated to fund capital acquisitions. The
remainder of fund balance is reserved to indicate that it is restricted for specific purposes. These reservations
include commitments 1) to liquidate contracts and purchase orders ($720 million), 2) to provide and maintain an
adequate system of public roads and bridges in the State ($1.4 billion appropriated to the Georgia Department of
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Transportation (GDOT), $61 million committed to subsequent appropriation to GDOT), 3) to administer
education programs funded by the State’s lottery ($668 million), 4) for the revenue shortfall reserve ($158 million
to fund education programs and $257 million for revenue shortfalls as required by State law) and for a variety of
other restricted purposes ($639 million).

The General Fund is the chief operating fund of the State. At the end of the current fiscal year, unreserved,
undesignated fund balance of the General Fund reflected a deficit of $79 million, while total fund balance reached
$3.8 billion. The deficit is primarily due to timing differences in posting liability accruals and the corresponding
assets, and to a statutory requirement to calculate the Revenue Shortfall Reserve on a budgetary basis.

The fund balance (including restatement of the prior year balance) of the State’s General Fund increased by $242
million, primarily as a result of higher tax collections and recovery of the economy. By the end of the year, fund
balance had grown 6.9 percent from the prior year restated balance.

The capital projects fund, in total, has a fund balance of $805 million, most of which is designated for future
capital outlay. The State has five capital projects funds, with one being considered a major fund for presentation
purposes for fiscal year 2005. The major capital projects fund, as mentioned earlier, is the Georgia State
Financing and Investment Commission (GSFIC); the total fund balance for GSFIC is $796 million. The total net
decrease in fund balance during the current year in the capital projects fund ($433 million) resulted from the use
of bond proceeds for construction and equipment greater than the amount of bonds issued.

Proprietary Funds

The State’s proprietary funds provide the same type of information found in the government-wide financial
statements, but in greater detail.

BUDGETARY HIGHLIGHTS

The final budget exceeded original appropriations by approximately $7.9 billion. This increase resulted primarily
from $1.5 billion in funds carried forward from the prior year, $3.3 billion of federal revenues, and $2.9 billion of
other revenues being amended into the budget by the State organizations that anticipated earning the funds.

Additionally, the State’s Supplementary Appropriations Act increased budgeted state general revenues by $183
million.

At fiscal year end, funds available were approximately $2.2 billion less than final budgetary estimates and
expenditures were approximately $3.6 billion less than final budgetary estimates, resulting in an excess of funds
available over expenditures of approximately $1.4 billion.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The State of Georgia’s investment in capital assets for its governmental and business-type activities as of June 30,
2005, was $31.4 billion, less accumulated depreciation of $11.0 billion (net book value of $20.4 billion).
Investment in capital assets includes land, buildings and building improvements, improvements other than
buildings, personal property (machinery and equipment), infrastructure and construction in progress.
Infrastructure assets are items that are normally immovable and of value only to the State, such as roads, bridges,
streets and sidewalks, drainage systems, lighting systems, and similar items.

The total increase in the State of Georgia’s investment in capital assets for the current fiscal year was $1.2 billion,
or 3.9 percent (a 1.9 percent increase for governmental activities and a 10.5 percent increase for business-type
activities). Accumulated depreciation increased $1.2 billion or 12.3 percent (a 14.0 percent increase for
governmental activities and an 8.0 percent increase for business-type activities). In addition, the prior year



balances were restated by $1.3 billion (net of accumulated depreciation). The majority of the prior year
restatement ($1.0 billion) was a result of the completion of a project at GDOT to validate land inventories.

State of Georgia
Capital Assets, net of depreciation as of June 30, 2005 and 2004

Governmental Business-Type Total Primary
Activities Activities Government
2004 2004 2004
2005 (As Restated) 2005 (As Restated) 2005 (As Restate)

Land $  1,549,993,780 $ 1,490,709,616 $ 193,721,811 § 165,223,376 $ 1,743,715,591 § 1,655,932,992
Buildings and Building Improvements 1,688,075,630 1,672,066,710 3,475,673,745 2,995,407,623 5,163,749,375 4,667,474,333
Improvements Other Than Buildings 40,927,581 39,094,091 162,440,157 154,193,663 203,367,738 193,287,754
Machinery and Equipment 246,442,774 247,726,895 553,534,217 514,003,329 799,976,991 761,730,224
Software 30,056,956 18,985,716 6,067,398 6,265,306 36,124,354 25,251,022
Library Collections - - 142,682,465 136,548,441 142,682,465 136,548,441
Works of Art and Collections 1,852,727 1,873,394 17,048,243 16,477,219 18,900,970 18,350,613
Infrastructure 9,425,487,386 10,119,826,937 203,733,103 193,029,308 9,629,220,489 10,312,856,245
Construction in Progress 2,539,805,757 2,496,834,294 139,723,225 180,891,211 2,679,528,982 2,677,725,505
Total $ 15522,642,591 $ 16,087,117,653 $ _ 4,894,624364 $ _ 4,362,039,476 $ _20,417,266,955 $ 20,449,157,129

Additional information on the State’s capital assets can be found in Note 5 to the financial statements of this
report.

Debt Administration

At the end of the current fiscal year, the State had total bonded debt outstanding of $6.24 billion. ~ As illustrated

below, substantially all of this amount is backed by the full faith and credit of the government (general obligation
debt).

The most current bond ratings for Moody’s Investors Service, Fitch Investors Service, L.P., and Standard and
Poor’s Corporation are Aaa, AAA and AAA, respectively. Under the State’s Constitution the highest aggregate
annual debt service requirement may not exceed 10 percent of the previous fiscal year’s revenue collections. The
State’s current highest annual debt service requirement is 6.23% of the previous fiscal year’s revenue collections.

State of Georgia
Outstanding Bond Debt as of June 30, 2005 and 2004
Governmental Business-Typé Total Primary
Activities Activities Government
2005 2004 2005 2004 2005 2004
General Obligation Bonds $ _ 6,238,934,075 $ _ 6,513,380,000 $ - 8 - $§  6,238,934,075 $ _ 6,513,380,000

The State of Georgia’s total long-term liabilities decreased by $77 million (1.0 percent) during the current fiscal
year. The key factors contributing to this change are a net decrease of $274 million in general obligation bonds
due to maturities offset by a net increase of $199 million in capital lease obligations. The increase in capital lease
obligations was primarily in the Higher Education Fund.

Additional information on the State of Georgia’s long-term debt can be found in Note 10 of the notes to the
financial statements of this report.
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ECONOMIC FACTORS

The trend for economic recovery in the U. S. has been similar for the State of Georgia. On December 12, 2005,
the Department of Revenue announced that net revenue collections during the month of November for fiscal year
2006, increased by $24.0 million or 2.0% from the same period in fiscal year 2005. The year-to-date collections
for November 2005 increased by $468.9 million or 8.0% from the prior year.

The Georgia Economic Indicators, Quarterly Report revealed upswings in the state’s major economic indices for
the second quarter of calendar year 2005. The Leading Economic Indicator (LEI) increased by 1.7% from the
previous quarter primarily due to strong automobile sales and construction activity. The Coincident Economic
Indicator (CEI) was higher by 0.6% than the first quarter of 2005. This was despite an increase in the
Unemployment rate from 5.0% in the prior reporting period to 5.6% in the current period. The report pointed to
more moderate growth in the second half of the year; however, it cautioned that higher fuel costs and interests
rates could possibly dampen this growth.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the State of Georgia’s finances for all of
Georgia’s citizens, taxpayers, customers, and investors and creditors. This financial report seeks to demonstrate
the State’s accountability for the money it receives. Questions concerning any of the information provided in this
report or requests for additional information should be addressed to: State Accounting Office, 200 Piedmont
Avenue, Suite 1604 West Tower, Atlanta, Georgia 30334-9010.
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State of Georgja

Statement of Net Assets
June 30, 2005

Assets
Cash and Cash Equivalents
Investments

Accounts Receivable (Net of Allowances for

Uncollectibles)
Interest and Dividends
Notes and Loans
Taxes
Other
Internal Balances
Due From Primary Government
Due From Component Units
Intergovernmental Receivables
Inventories
Prepaid Items
Other Assets
Restricted Assets
Cash and Cash Equivalents
Investments
Receivables
Loans (Net) )
Interest and Dividends
Other
Advances to Component Units
Deferred Charges

Capital Assets (Net of Accumulated Depreciation)

Total Assets

Liabilities
Accounts Payable and Other Accruals
Due to Primary Government
Due to Component Units
Salaries/Withholdings Payable
Benefits Payable
Accrued Interest Payable
Contracts Payable

Undistributed Local Government Sales Tax

Funds Held for Others
Deferred Revenue

Deposits

Claims and Judgments Payable

Liabilities Payable from Restricted Assets

Other Liabilities
Noncurrent Liabilities:
Due within one year
Due in more than one year
Total Liabilities

Primary Government
Governmental Business-Type Component

Activities Activities Total Units
3,069,244,909 $ 1,914,942,018 § 4,984,186,927 873,527,630
3,002,658,967 416,782,669 3,419,441,636 2,338,965,561
33,246,988 —_— 33,246,988 10,993,309
1,191,532 45,529,931 46,721,463 356,225,746
1,291,039,740 —_— 1,291,039,740 267,734
386,135,882 316,657,567 702,793,449 775,371,927
75,167,150 (75,167,150) 0 —_—
—_— —_— 0 8,539,516
74,212,708 76,348,447 150,561,155 71,671,437
1,521,372,241 67,371,722 1,588,743,963 5,513,103
52,144,081 27,104,706 79,248,787 14,374,404
21,124,768 31,882,830 53,007,598 3,073,104
17,745,895 152,886 17,898,781 209,208,303
_ —_— 0 147,724,298
—_— —_— 0 562,523,484
—_— _— 0 1,293,733,683
—_— —_— 0 5,837,488
— —_— 0 61,700
28,461,917 _— 28,461,917 —_—
6,677,816 — 6,677,816 17,603,103
15,522,642,591 4,894,624,364 20,417,266,955 1,826,895,817
25,103,067,185 $ 7,716,229,990 $ 32,819,297,175 8,522,111,347
1,547,977,059 $ 113,098,684 $ 1,661,075,743 186,221,072
—_— _— 0 150,561,155
—_— 8,539,516 8,539,516 71,671,437
18,475,001 14,848,765 33,323,766 7,561,139
966,925,677 211,137,626 1,178,063,303 —_—
113,473,896 —_— 113,473,896 3,621,840
143,147,116 5,953,361 149,100,477 7,235,840
102,900,000 —_ 102,900,000 —_—
589,787,073 40,434,204 630,221,277 20,523,919
204,037,271 263,223,988 467,261,259 452,890,646
797,467 22,839,311 23,636,778 —
388,389,305 1,000,000 389,389,305 —
-_ _— 0 25,054,545
5,570,599 8,266,873 13,837,472 76,405,585
656,358,864 114,250,267 770,609,131 197,390,915
5,868,774,413 732,216,106 6,600,990,519 3,037,841,434
10,606,613,741 $ 1,535,808,701 § 12,142,422,442 4,236,979,527

The notes to the financial statements are an integral part of this statement.
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State of GeorgLia

Statement of Net Assets
June 30, 2005

Net Assets
Invested in Capital Assets, Net of Related Debt
Restricted for:
Bond Covenants/Debt Service
Construction
Distance Learning and Telemedicine
Guaranteed Revenue Debt Common Reserve Fund
Hazardous Waste Trust Fund
Loan and Grant Programs
Lottery for Education
Motor Fuel Tax Funds
Permanent Trusts:
Nonexpendable
Expendable
Underground Storage Trust Fund
Unemployment Compensation Benefits
Other Purposes
Unrestricted

Total Net Assets

Primary Government
Governmental Business-Type Component

Activities Activities Total Units
10,914,903,468 $ 4,214,124,405 § 15,129,027,873 $ 938,044,915
—_— —_— 0 53,667,979
— —_— 0 25,826,206
—_ 15,662,279 15,662,279 —_—
71,830,871 -_ 71,830,871 _
11,393,496 — 11,393,496 —
—_ — 0 23,321,625
667,663,607 — 667,663,607 —
1,404,532,570 _— 1,404,532,570 —_
- 118,985,287 118,985,287 885,663,736
—_ 199,528,381 199,528,381 615,572,571
65,918,343 —_— 65,918,343 —_—
— 1,244,475,182 1,244,475,182 —
27,494,849 21,226,392 48,721,241 4,944,315
1,332,716,240 366,419,363 1,699,135,603 1,738,090,473
14,496,453,444 § 6,180,421,289 $ 20,676,874,733  $ 4,285,131,820

The notes to the financial statements are an integral part of this statement.
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State of Geogia

Statement of Activities
For the Fiscal Year Ended June 30, 2005

Functions/Programs
Primary Government

Governmental Activities:
General Government
Education
Health and Welfare
Transportation
Public Safety
Economic Development and Assistance
Culture and Recreation
Conservation
Interest and Other Charges on Long-Term Debt
Total Governmental Activities

Business-Type Activities:
Georgia Technology Authority
Higher Education Fund
State Employees' Health Benefit Plan
Unemployment Compensation Fund
Total Business-Type Activities
Total Primary Government

Component Units
Environmental Facilities Authority
Georgia Tech Foundation, Incorporated
Housing and Finance Authority
Lottery Corporation
Road and Tollway Authority
Nonmajor Component Units

Total Component Units

The notes to the financial statements are an integral part of this statement.

Program
Sales and Operating
Charges for Grants and

Expenses Services Contributions
$ 1,354,450,611 $ 267,755,489 $ 146,644,349
8,376,252,428 30,133,106 1,453,109,759
11,847,414,184 1,435,223,530 6,903,487,446
2,316,637,951 212,718,387 —_—
1,781,048,236 412,572,389 127,526,349
702,878,955 55,970,915 506,412,598
225,821,123 130,215,864 65,853,405
48,790,642 8,531,078 10,557,527
318,859,479 — —
$ 26,972,153,609 § 2,553,120,758 $ 9,213,591,433
$ 193,917,948 $ 204,245,926 $ —
5,310,815,372 1,730,327,944 1,483,352,998
2,092,456,636 — 1,805,784,105
584,260,307 — 761,716,595
$ 8,181,450,263 § 1,934,573,870 $ 4,050,853,698
$ 35,153,603,872 $ 4,487,694,628 $ 13,264,445,131
$ 30,947,380 $ 27,903,883 $ 29,430,457
60,260,000 15,472,000 68,446,073
87,038,856 47,646,693 34,326,822
2,739,572,000 2,739,049,000 _—
236,969,656 20,353,541 —
1,511,933,889 762,912,111 685,565,538
$ 4,666,721,781 $ 3,613,337,228 § 817,768,890

General Revenues:
Taxes
Contributions to Permanent Endowments
Unrestricted Investment Income
Unclaimed Property
Other
Payments from the State of Georgia

Transfers

Change in Net Assets

Net Assets - Beginning - Restated
Net Assts - Ending
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Net (Expense) Revenue and

Revenues Changes in Net Assets
Capital Primary Government
Grants and Governmental Business-Type Component
Contributions Activities Activities Total Units

3,729,321 $ (936,321,452) $ — 3 (936,321,452) $ _—
— (6,893,009,563) — (6,893,009,563) —_—
52,495 (3,508,650,713) —_— (3,508,650,713) —
1,009,574,313 (1,094,345,251) —_— (1,094,345,251) —
697,312 (1,240,252,186) — (1,240,252,186) —_—
— (140,495,442) — (140,495,442) e
85,377 (29,666,477) — (29,666,477) —_
5,000 (29,697,037) _ (29,697,037) _—
— (318,859,479) — (318,859,479) —
1,014,143.818 §  (14,191,297,600) $§ — $  (14,191,297,600) $ —
— 3 — 3 10,327,978 $ 10,327,978 § —_—
40,028,701 —_— (2,057,105,729) (2,057,105,729) —_—
— —_— (286,672,531) (286,672,531) —_—
— — 177,456,288 177,456,288 —
40,028,701 $ — 3 (2,155,993,994) $ (2,155,993,994) $ —
1,054,172,519 $ — 3 (2,155,993,994) $  (16,347,291,594) $ —
81,341,763 $ — — 5 — 107,728,723
— — — — 23,658,073
S — — —_— (5,065,341)
— — S _— (523,000)
— —_ _— —_ (216,616,115)
31,062,609 — — — (32,393,631)
112,404,372 $ — 3 — — (123,211,291)
$ 14,828,284,294 § — 3 14,828,284,294 § 22,877,734
—_— —_ 0 22,208,829
208,655,548 88,206,697 296,862,245 124,473,153
75,352,829 — 75,352,829 —_—
1,011,803,330 —_— 1,011,803,330 20,391,021
—_— —_— 0 185,310,420
(2,340,526,077) 2,340,526,077 0 —
$ 13,783,569,924 $ 2,428,732,774 16,212,302,698 $ 375,261,157
$ (407,727,676) $ 272,738,780 (134,988,896) $ 252,049,866
14,904,181,120 5,907,682,509 20,811,863,629 4,033,081,954
$ 14,496,453,444 $ 6,180,421,289 § 20,676,874,733 $ 4,285,131,820
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State of Georgia

Balance Sheet
Governmental Funds
June 30, 2005

Assets
Cash and Cash Equivalents
Investments
Receivables (Net of Allowances for Uncollectibles)
Taxes
Interest and Dividends
Notes and Loans
Other
Due from Other Funds
Due from Component Units
Intergovernmental Receivables
Inventories
Prepaid Items
Other Assets

Total Assets

Liabilities and Fund Balances
Liabilities:
Accounts Payable and Other Accruals
Due to Other Funds
Salaries/Withholdings Payable
Benefits Payable
Contracts Payable
Undistributed Local Government Sales Tax
Funds Held for Others
Deferred Revenue
Other Liabilities

Total Liabilities

Fund Balances:
Reserved for Encumbrances
Reserved for Guaranteed Revenue Debt Common Reserve Fund
Reserved for Hazardous Waste Trust Fund
Reserved for Inventories
Reserved for Lottery for Education
Reserved for Motor Fuel Tax Funds
Reserved for Revenue Shortfall
Education (K - 12)
Other
Reserved for Tobacco Settlement Funds
Reserved for Underground Storage Trust Fund
Reserved for Unissued Debt
Reserved for Other Specific Purposes
Unreserved, Designated
Designated for Capital Outlay
Unreserved, Undesignated, Reported in
General Fund
Capital Projects Funds

Total Fund Balances

Total Liabilities and Fund Balances

$

$

The notes to the financial statements are an integral part of this statement.

Georgia State
Financing and
General Investment Nonmajor
Fund Commission Funds Total
2,803,705,324 § 130,200,092 $ 6,355,605 $ 2,940,261,021
1,080,957,186 748,072,943 1,550,767 1,830,580,896
1,291,039,740 —_— —_— 1,291,039,740
33,246,988 —_ -_ 33,246,988
1,191,532 —_ —_ 1,191,532
371,510,046 -_ 1,229,758 372,739,804
13,772,619 —_ —_ 13,772,619
70,739,228 -_ —_ 70,739,228
1,521,372,241 — —_— 1,521,372.241
44,733,038 -_ —_— 44,733,038
20,935,158 —_ —_ 20,935,158
17,745,895 — — 17,745,895
7,270,948,995 $ 878,273,035 $ 9,136,130 $ 8,158,358,160
1,499,213,289 $ 39,902,177 § 46,691 $ 1,539,162,157
8,610,970 13,772,619 —_ 22,383,589
18,463,866 —_ —_ 18,463,866
966,925,677 —_ —_ 966,925,677
114,537,722 28,581,311 —_— 143,119,033
102,900,000 —_ —_ 102,900,000
589,787,073 -_ —_ 589,787,073
198,687,979 —_ — 198,687,979
5,570,599 - o 5,570,599
3,504,697,175_§ 82,256,107 $ 46,691 § 3,586,999,973
720,357,548 $ — 3 — 3 720,357,548
71,830,871 —_ —_ 71,830,871
11,393,496 —_ —_ 11,393,496
43,644,174 —_ —_— 43,644,174
667,663,607 —_ —_— 667,663,607
1,404,532,570 —_ —_ 1,404,532,570
158,139,967 —_— —_— 158,139.967
256,664,658 _ —_ 256,664,658
174,789,445 —_— —_— 174,789,445
65,918,343 —_ — 65,918,343
106,447,297 _ —_ 106,447,297
163,846,800 — 1,027,293 164,874,093
_— 796,016,928 — 796,016,928
(78,976,956) —_ —_ (78,976,956)
—_ — 8,062,146 8,062,146
3,766,251,820 $ 796,016,928 § 9,089,439 § 4,571,358,187
7,270,948,995 $ 878,273,035 $ 9,136,130 $ 8,158,358,160
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State of Georgja

Reconciliation of the Balance Sheet — Governmental Funds
To the Statement of Net Assets
June 30, 2005

Total Fund Balances - Governmental Funds $ 4,571,358,187
Amounts reported for governmental activities in the Statement of Net Assets are different because:

Capital Assets used in governmental activities are not financial resources and, therefore, are not
reported in the funds. These assets consist of: '

Land $ 1,528,493,871
Buildings and Building Improvements 2,276,808,217
Improvements Other Than Buildings 65,929,191
Equipment 684,735,250
Infrastructure 16,213,471,608
Construction in Progress 2,539,805,757
Works of Art 695,819
Software 82,786,294
Library Books 3,200,000
Accumulated Depreciation (8,110,484,112) 15,285,441,895

Certain long-term assets are not current available financial resources and, therefore, are not reported
in the funds. 41,050,388

Certain liabilities are not accrued in governmental funds until they are due and payable, but must be
recognized in the Statement of Net Assets. (113,473,896)

Internal service funds are used by management to charge the costs of certain activities to individual
funds. The assets and liabilities of a majority of the internal service funds are included in

governmental activities in the Statement of Net Assets. 1,233,355,062

Certain long-term liabilities are not due and payable in the current period and, therefore, are not

reported in the funds.
General Obligation Bonds $ (6,183,865,000)
Premiums (131,554,903)
Deferred Amount on Refunding 76,485,828
Capital Leases (5,122,319)
Compensated Absences (250,114,016)
Long-Term Notes (3,582,659)
Contracts Payable (13,869,285)
Arbitrage Rebate (9,655,838) (6,521,278,192)
Total Net Assets - Governmental Activities $ 14,496,453,444

The notes to the financial statements are an integral part of this statement.

25



State of Georgia

Statement of Revenues, Expenditures, and Changes in Fund Balances

Governmental Funds
For the Fiscal Year Ended June 30, 2005

Revenues:
Taxes $
Licenses and Permits
Intergovernmental - Federal
Sales and Services
Fines and Forfeits
Interest and Other Investment Income
Rents and Royalties
Contributions and Donations
Penalties and Interest on Taxes
Unclaimed Property
Lottery Proceeds
Nursing Home Provider Fees
Other

Total Revenues $

Expenditures:

Current:
General Government $
Education
Health and Welfare
Transportation
Public Safety
Economic Development and Assistance
Culture and Recreation
Conservation

Capital Outlay

Debt Service
Principal
Interest
Accrued Interest on Bonds Retired in Advance
Discount on Bonds Retired in Advance
Other Debt Service Expenditures

Total Expenditures $
Excess (Deficiency) of Revenues Over (Under) Expenditures $

Other Financing Sources (Uses):
General Obligation Bonds Issuance $
Refunding Bonds Issuance
Premium on General Obligation Bonds Sold
Premium on Refunding Bonds Sold
Payment to Refunded Bond Escrow Agent
Capital Leases
Transfers In
Transfers Out

Net Other Financing Sources (Uses) $

Excess (Deficiency) of Revenues and Other Financing Sources
Over (Under) Expenditures and Other Financing Uses $

Fund Balances, July 1 (Restated)
Adjustments

Fund Balances, June 30 $

The notes to the financial statements are an integral part of this statement.

Georgia State
Financing and
General Investment Nonmajor

Fund Commission Funds Total
14,828,284,294 § — 3 — 3 14,828,284,294
496,178,286 —_ _— 496,178,286
10,152,667,272 —_ — 10,152,667,272
1,732,901,939 _— —_— 1,732,901,939
265,707,928 —_— _ 265,707,928
72,678,939 30,160,660 315,318 103,154,917
16,131,005 —_— 68,440 16,199,445
72,457,446 4,073,737 —_ 76,531,183
8,542,374 _— _ 8,542,374
75,352,829 -_ —_— 75,352,829
802,083,000 -_ —_ 802,083,000
99,271,176 —_ _ 99,271,176
105,541,906 5,159,109 912,133 111,613,148
28,727,798,394 $ 39,393,506 $ 1,295,891 $ 28,768,487,791
1,086,943,820 § 1,691,507 $ 19,361 § 1,088,654,688
8,359,397,590 —_ 132 8,359,397,722
11,861,216,558 -_ —_ 11,861,216,558
1,804,447,522 —_ _— 1,804,447,522
1,696,259,861 —_— —_— 1,696,259,861
688,658,010 —_ —_ 688,658,010
246,260,644 —_— —_ 246,260,644
57,677,302 —_— —_— 57,677,302
_— 485,081,176 914,240 485,995,416
—_ —_— 524,583,440 524,583,440
—_ —_— 332,808,521 332,808,521
_ —_ 203,963 203,963
—_ — (10,229,169) (10,229,169)
— 5,743,483 5,318,887 11,062,370
25,800,861,307 $ 492,516,166 $ 853,619,375 $ 27,146,996,848
2,926,937,087 $ (453,122,660) $ (852,323,484) § 1,621,490,943
— 3 206,875,000 $ — 3 206,875,000
—_ —_— 458,605,000 458,605,000
—_— 4,815,321 _ 4,815,321
—_ —_— 61,956,825 61,956,825
—_— —_— (519,316,674) (519,316,674)
1,643,969 _ —_ 1,643,969
172,044,324 —_ 851,235,170 1,023,279,494
(2,859,081,980) (191,362,353) — (3,050,444,333)
(2,685,393,687) $ 20,327,968 § 852,480,321 $ (1,812,585,398)

241,543,400 $ (432,794,692) $ 156,837 $ (191,094,455)
3,548,277,078 1,228,811,620 8,932,602 4,786,021,300

(23,568,658) h— — (23,568,658)
3,766,251,820 $ 796,016,928 § 9,089,439 § 4,571,358,187
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State of GeorgE\

Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances -
Governmental Funds to the Statement of Activities
For the Fiscal Year Ended June 30, 2005

Excess (Deficiency) of Revenues and Other Financing Sources Over (Under) Expenditures and
Other Financing Uses - Governmental Funds $ (191,094,455)

Amounts reported for governmental activities in the Statement of Activities are different because:
Capital outlays are reported as expenditures in governmental funds. However, in the Statement of

Activities, the cost of those assets is allocated over their estimated useful lives as depreciation
expense. This is the amount by which capital outlays exceeded depreciation in the

current period.
Capital outlay (net of losses), net of transfers to Business-Type Activities, Component Units
and outside organizations. $ 485,713,039
Depreciation expense (1,074,260,253) (588,547,214)

Collection of long-term receivables is reported as revenue in governmental funds, but the collection
reduces the receivable in the Statement of Net Assets. (3,517,765)

Bond proceeds (net of issuance costs and payments to refunding escrow) provide current
financial resources to governmental funds; however, issuing debt increases long-term liabilities
in the Statement of Net Assets. (211,268,824)

Some capital additions were financed through capital leases. In governmental funds, a capital lease
arrangement is considered a source of financing, but in the Statement of Net Assets, the lease
obligation is reported as a liability. (1,643,968)

Repayment of long-term debt is reported as an expenditure in governmental funds, but the repayment
reduces the long-term liabilities in the Statement of Net Assets. Payments were made on the
following long-term liabilities:

General Obligation Bonds $ 528,325,000
Contracts 13,628,972
Notes 691,975
Capital Leases 1,862,367 544,508,314

Internal service funds are used by management to charge the costs of certain activities to individual
funds. The incorporation of the external activities of these funds, and the elimination of profit/loss
generated by primary government customers results in net revenue (expense) for Governmental
Activities. 46,555,504

Inventories accounted for using the purchases method are reported in the governmental funds. In the
Statement of Net Assets, such amounts are reported as assets until the inventory is consumed.

Some items reported in the Statement of Activities do not require the use of current financial resources
and therefore are not reported as expenditures in the governmental funds. This adjustment
combines the net changes in the following balances:

Compensated Absences $ (7,085,222)

Accrued Interest on Bonds Payable (2,057,755)

Arbitrage Rebate 6,286,513

Amortization of Deferred Amount on Refunding (5,102,663)

Amortization of Bond Premiums 5,830,847

Allocation of Deferred Bond Issuance Costs (590,988) (2,719,268)
Change in Net Assets - Governmental Activities $ (407,727,676)

The notes to the financial statements are an integral part of this statement.
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State of Georgia

Statement of Net Assets
Proprietary Funds
June 30, 2005

Assets
Current Assets:
Cash and Cash Equivalents
Investments
Accounts Receivable (Net of Allowances for
Uncollectibles)
Due From Other Funds
Due From Component Units
Intergovernmental Receivables
Inventories
Prepaid Items
Other Assets
Noncurrent Assets:
Cash and Cash Equivalents
Investments
Notes Receivable
Capital Assets:
Land
Buildings and Building Improvements
Improvements Other Than Buildings
Machinery and Equipment
Software
Library Collections
Works of Art and Collections
Infrastructure
Construction in Progress
Accumulated Depreciation

Total Assets

Business-Type Activities

Major Funds

Higher
Education
Fund

State
Employees'
Health Benefit
Plan

Unemployment
Compensation

Fund

$

529,944,962
124,979,924

126,118,880
76,323,878
67,220,054
25,786,996
31,882,830

152,886

11,163,428
133,872,495
45,529,931

193,690,613
4,784,356,713
260,926,121
1,285,078,954
576,289,200
17,679,002
252,065,840
139,723,225

(2,643,042,091)

166,148,412 §

47,741,051

35,185,607

93,341,463

1,128,603,300

150,062,224

106,008

$

6,039,743,841

342,416,533 §

1,278,771,532

The notes to the financial statements are an integral part of this statement.
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- Enterprise Funds

$

Nonmajor Governmental
Fund Activities -
Georgia Internal
Technology Service
Authority Total Funds
79,077,320 $ 1,903,773,994 § 128,988,484
16,847,736 189,568,711 78,895,713
5,284,560 316,651,271 9,166,189
9,820,405 9,820,405 1,799,000
24,569 76,348,447 —
45,660 67,371,722 —
1,314,221 27,101,217 7,414,532
e 31,882,830 189,610
— 152,886 —
— 11,163,428 —_—
—_— 227,213,958 1,093,182,358
— 45,529,931 —
31,198 193,721,811 21,499,909
1,020,441 4,785,377,154 331,688,881
—_— 260,926,121 5,031,863
72,931,183 1,358,010,137 25,303,590
41,929,635 41,929,635 —
e 576,289,200 —
—_— 17,679,002 1,239,575
— 252,065,840 —
—_— 139,723,225 —
(88,065,810) (2,731,107,901) (147,552,982)
140,261,118 $ 7,801,193,024 $ 1,556,846,722
(continued)
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State of Georgia

Statement of Net Assets
Proprietary Funds (continued)
June 30, 2005

Liabilities

Current Liabilities:
Accounts Payable and Other Accruals
Due to Other Funds
Due to Component Units
Salaries/Withholdings Payable
Benefits Payable
Contracts Payable
Funds Held for Others
Deferred Revenue
Deposits
Claims and Judgments Payable
Compensated Absences Payable - Current
Capital Leases/Installment Purchases Payable - Current
Notes Payable - Current
Other Current Liabilities

Noncurrent Liabilities:
Deferred Revenue
Compensated Absences Payable
Capital Leases/Installment Purchases Payable
Notes Payable

Total Liabilities

Net Assets
Invested in Capital Assets, Net of Related Debt
Restricted for:
Distance Learning and Telemedicine
Permanent Trusts:
Nonexpendable
Expendable
Unemployment Compensation Benefits
Other Purposes
Unrestricted

Total Net Assets

Business-Type Activities

$

Major Funds
State
Higher Employees' Unemployment
Education Health Benefit Compensation
Fund Plan Fund

95,105,385 §$ 8,212,091 $ 2,523,640
1,002,152 —_— _
8,539,516 — —_
14,746,524 8,058 —
27,583,054 175,577,240 7,977,332
5,953,361 — A
40,434,204 — —_—
182,753,820 54,629,429 23,795,378
22,839,311 — —_
92,420,628 130,519 —
19,079,644 —_ o
569,843 —_ —_
8,266,873 —_ —_
2,033,729 — —_
67,565,210 109,407 —
658,975,578 —_ -_
3,674,023 — —
1,251,542,855 § 238,666,744 $ 34,296,350
4,186,267,618 $ — —
118,985,287 — —_—
199,528,381 — e
—_— —_ 1,244,475,182
21,226,392 — e
262,193,308 103,749,789 —
4,788,200,986 $ 103,749,789 § 1,244,475,182

Adjustment to reflect the consolidation of Internal Service Fund activities related to Enterprise Funds.

Net Assets of Business-Type Activities

The notes to the financial statements are an integral part of this statement.
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- Enterprise Funds

Nonmajor Governmental
Fund Activities -
Georgia Internal
Technology Service
Authority Total Funds
$ 6,892,633 112,733,749 9,179,838
— 1,002,152 207,273
—_— 8,539,516 —_—
94,183 14,848,765 11,135
— 211,137,626 —
—_— 5,953,361 28,083
— 40,434,204 —
11,632 261,190,259 5,349,292
— 22,839,311 797,467
1,000,000 1,000,000 388,389,305
2,049,633 94,600,780 2,583,517
—_ 19,079,644 —_—
— 569,843 —
— 8,266,873 —_—
— 2,033,729 —
1,891,888 69,566,505 1,271,567
— 658,975,578 —_—
— 3,674,023 —_—
$ 11,939,969 1,536,445,918 407,817,477
$ 27,846,647 4,214,114,265 237,210,836
15,662,279 15,662,279 —
— 118,985,287 —
— 199,528,381 —_—
— 1,244,475,182 —
o 21,226,392 3,320,478
84,812,223 450,755,320 908,497,931
$ 128,321,149 6,264,747,106 1,149,029,245

(84,325,817)

6,180,421,289
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State of Georgia

Statement of Revenues, Expenses, and Changes in Fund Net Assets
Proprietary Funds
For the Fiscal Year Ended June 30, 2005

Business-Type Activities

Operating Revenues:

Major Funds
State
Higher Employees' Unemployment
Education Health Benefit Compensation
Fund Plan Fund

Grants and Contributions/Premiums $ 1,303,665,002 $ 1,805,784,105 761,595,143
Rents and Royalties 3,889,523 — _—
Sales and Services 522,465,742 —_— e
Tuition and Fees 1,001,738,787 —_ —
Less: Scholarship Allowances (196,103,108) e —_—
Other 398,334,595 — 121,452
Total Operating Revenues $ 3,033,990,541 $ 1,805,784,105 761,716,595
Operating Expenses:
Personal Services $ 3,155,067,002 $ 3,718,587 —_
Services and Supplies 1,843,279,412 600,830,904 —_—
Benefits -_— 1,487,907,145 584,260,307
Claims and Judgments — —_— —_—
Depreciation 251,647,451 i i
Total Operating Expenses $ 5,249,993,865 $ 2,092,456,636 584,260,307
Operating Income (Loss) $ (2,216,003,324) $ (286,672,531) 177,456,288
Nonoperating Revenues (Expenses):
Grants and Contributions $ 179,687,996 $ _— —
Interest and Other Investment Income 23,700,485 10,007,243 52,682,692
Interest Expense (35,410,879) —_— —_—
Other (2,655,390) — —
Total Nonoperating Revenues (Expenses) $ 165,322,212 $ 10,007,243 52,682,692
Income (Loss) Before Contributions and Transfers $ (2,050,681,112) $ (276,665,288) 230,138,980
Capital Contributions $ 379,345,915 $ — —
Transfers:
Transfers In $ 1,977,227,533 § 33,956,708 —_—
Transfers Out (2,251,048) S— —
Net Transfers $ 1,974,976,485 $ 33,956,708 0
Change in Net Assets $ 303,641,288 $ (242,708,580) 230,138,980
Net Assets, July 1 (Restated) 4,484,559,698 346,458,369 1,014,336,202
Net Assets, June 30 $ 4,788,200,986 $ 103,749,789 1,244,475,182

Adjustment to reflect the consolidation of Internal Service Fund activities related to Enterprise Funds.

Change in Net Assets of Business-Type Activities

The notes to the financial statements are an integral part of this statement.
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- Enterprise Funds

Nonmajor Governmental
Fund Activities -
Georgia Internal
Technology Service
Authority Total Funds
— 3,871,044,250 47,984,186
— 3,889,523 41,223,874
204,245,926 726,711,668 56,185,248
—_ 1,001,738,787 —_
— (196,103,108) —_—
— 398,456,047 7,560,153
204,245,926 5,805,737,167 152,953,461
46,785,224 3,205,570,813 38,003,531
132,242,780 2,576,353,096 85,980,841
—_— 2,072,167,452 21,916,000
_— 0 118,760,009
13,512,394 265,159,845 12,378,316
192,540,398 8,119,251,206 277,038,697
11,705,528 (2,313,514,039) (124,085,236)
_ 179,687,996 —
1,816,277 88,206,697 96,958,257
—_— (35,410,879) —_—
(249,867) (2,905,257) 1,314,613
1,566,410 229,578,557 98,272,870
13,271,938 (2,083,935,482) (25,812,366)
— 379,345,915 25,948,883
18,574,112 2,029,758,353 § 31,860,085
(15,723,100) (17,974,148) (19,896,956)
2,851,012 2,011,784,205 $ 11,963,129
16,122,950 307,194,638 $ 12,099,646
112,198,199 1,136,929,599

128,321,149

(34,455,858)

1,149,029,245

272,738,780
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State of Georgia

Statement of Cash Flows
Proprietary Funds
For the Fiscal Year Ended June 30, 2005

Cash Flows from Operating Activities:
Cash Received from Customers $
Cash Received from Grants and Required Contributions/Premiums
Cash Received from Tuition and Fees
Cash Paid to Vendors
Cash Paid to Employees
Cash Paid for Benefits
Cash Paid for Claims and Judgments
Cash Paid for Scholarships, Fellowships and Loans
Other Operating Items (Net)

Net Cash Provided by (Used in) Operating Activities $

Cash Flows from Noncapital Financing Activities:
Transfers from Other Funds $
Transfers to Other Funds
Other Noncapital Items (Net)

Net Cash Provided by Noncapital Financing Activities $

Cash Flows from Capital and Related Financing Activities:
Capital Contributions $
Proceeds from Sale of Capital Assets
Acquisition and Construction of Capital Assets
Principal Paid on Capital Debt
Interest Paid on Capital Debt

Net Cash Used in Capital and Related Financing Activities $

Cash Flows from Investing Activities:
Purchase of Investments (Net) $
Interest and Dividends Received

Net Cash Provided by Investing Activities $

Net Increase (Decrease) in Cash and Cash Equivalents $
Cash and Cash Equivalents, July 1

Cash and Cash Equivalents, June 30 $

The notes to the financial statements are an integral part of this statement.

34

Business-Type Activities

Major Funds
State
Higher Employees'
Education Health Benefit
Fund Plan
613,157,858 § —
1,297,296,610 1,805,627,920
838,132,538 _—
(2,160,299,525) (594,139,973)
(2,433,509,569) (3,668,727)

(258,354,187)
251,272,213

(1,478,374,396)

(1,852,304,062)

(270,555,176)

1,977,227,533 33,956,708
(2,251,048) —
198,779,673 —
2,173,756,158 33,956,708
45,924,086 —
(2,186,366) —
(218,261,830) —_—
(20,055,579) —
(35,130,625) —
(229,710,314) 0
(12,450,818) 115,508,814
22,902,045 10,007,243
10,451,227 125,516,057
102,193,009 (111,082,411)
438,915,381 277,230,823
541,108,390 166,148,412




- Enterprise Funds

Nonmajor Governmental
Fund Activities -
Unemployment Georgia Internal
Compensation Technology Service
Fund Authority Total Funds
— 3 204,374,577 $ 817,532,435 $ 100,804,795
807,304,718 —_— 3,910,229,248 48,270,676
—_— — 838,132,538 —
— (125,319,425) (2,879,758,923) (81,736,033)
—_— (46,759,995) (2,483,938,291) (38,260,433)
(584,059,338) — (2,062,433,734) (21,916,000)
— —_— 0 (108,640,191)
_— — (258,354,187) —_—
— — 251,272,213 6,628,088
223,245,380 32,295,157 $ (1,867,318,701) $ (94,849,098)
—_— 18,574,112 § 2,029,758,353 § 32,556,235
—_— (15,723,100) (17,974,148) (20,597,506)
— — 198,779,673 299,159
0 2,851,012 § 2,210,563,878 § 12,257,888
— — 45,924,086 $ 3,378,384
— e (2,186,366) 2,553,368
—_ (10,567,819) (228,829,649) (15,417,341)
— (4,610,623) (24,666,202) —
— (227,410) (35,358,035) —
0 (15,405,852) $ (245,116,166) $ (9,485,589)
— 4,979,179 $ 108,037,175 8,532,893
52,682,692 1,816,277 87,408,257 106,281,380
52,682,692 6,795,456 $ 195,445,432 114,814,273
275,928,072 26,535,773 $ 293,574,443 22,737,474
852,675,228 52,541,547 1,621,362,979 106,251,010
1,128,603,300 79,077,320 $ 1,914,937,422 128,988,484
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State of Georgia

Statement of Cash Flows
Proprietary Funds (continued)
For the Fiscal Year Ended June 30, 2005

Operating Income (Loss)

Adjustments to Reconcile Operating Income (Loss) to Net Cash Provided by

(Used in) Operating Activities:
Depreciation Expense
Changes in Assets and Liabilities:

Decrease (Increase) in Accounts Receivable
Increase in Due From Other Funds
Increase in Due From Component Units
Decrease (Increase) in Intergovernmental Receivables
Decrease (Increase) in Inventories
Decrease (Increase) in Prepaid Items
Increase in Other Assets
Increase in Notes Receivable
Increase (Decrease) in Accounts Payable and Other Accruals
Decrease in Due to Other Funds
Increase (Decrease) in Salaries/Withholdings Payable
Increase in Benefits Payable
Increase in Contracts Payable
Increase (Decrease) in Deferred Revenue
Increase in Customer Deposits
Increase in Claims and Judgments Payable
Increase (Decrease) in Compensated Absences Payable
Increase in Other Liabilities

Net Cash Provided by (Used) in Operating Activities

Noncash Investing, Capital, and Financing Activities:
Acquisition of Capital Assets through Capital Leases
Donation of Capital Assets
Net Increase (Decrease) in Fair Value of Investments

The notes to the financial statements are an integral part of this statement.
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$

$

Business-Type Activities

Major Funds
State
Higher Employees'
Education Health Benefit
Fund Plan

(2,216,003,324) § (286,672,531)

251,647,451 —
6,413,191 (6,885,166)
(2,109,769) —
(285,256) —
(2,361,825) —
(1,100,199) —
(476,185) 6,690,931
(21,124) 5,769
_— 9,532,749
11,494,732 6,728,981
8,531,364 44,091
91,966,882 —

(1,852,304,062) $ (270,555,176)

225,695,473 $ —
346,882,991 e
252,062 —



- Enterprise Funds

Nonmajor Governmental
Fund Activities -
Unemployment Georgia Internal
Compensation Technology Service
Fund Authority Total Funds
$ 177,456,288 $ 11,705,528 § (2,313,514,039) $ (124,085,236)
— 13,512,394 265,159,845 12,378,316
40,308,374 637,505 40,473,904 (1,603,105)
—_ (492,317) (492,317) (277,094)
— (21,560) (21,560) —
102,067 (6,609) 95,458 —
— 202,017 (1,907,752) (629,872)
— 16,864 (268,392) 25,615
—_— — (2,361,825) —
— e (1,100,199) —_
2,522,288 5,704,474 14,441,508 5,148,361
— — 0 (282,462)
—_ 51,031 35,676 (80,747)
170,968 — 9,703,717 —_—
— — 0 843
2,685,395 11,632 20,920,740 4,163,884
— — 0 466,713
— 1,000,000 1,000,000 10,119,818
— (25,802) 8,549,653 (194,132)
— — 91,966,882 —
$ 223,245,380 $ 32,295,157 (1,867,318,701) $ (94,849,098)
$ — 3 —_— 225,695,473 $ —
—_— — 346,882,991 22,646,307
— — 252,062 (9,323,123)
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State of Georgia

Statement of Fiduciary Net Assets

Fiduciary Funds
June 30, 2005
Investment Private Purpose
Pension Trust Trust Trust Agency Total
Assets :
Cash and Cash Equivalents $ 24,173,783 $ 2,756,727,582 $ 8,917,836 $ 347,102,489 $ 3.136,921,690
Receivables
Interest and Dividends 299,092,280 29,192 —_ —_— 299,121,472
Due from Brokers for Securities Sold 50,674,586 —_ _— —_— 50,674,586
Other 167,612,283 —_— —_— (239,366) 167,372,917
Investments, at Fair Value
Certificates of Deposit —_— —_— —_ 2,962,683 2,962,683
Investment Accounts 62,285,975 —_— — —_ 62,285,975
Pooled Investments 13,947,331.975 974,676,624 1,847,527 70,773,199 14,994,629.325
Mutual Funds 89,881,748 —_ —_— _ 89,881,748
Repurchase Agreements 752,404,000 —_ —_ — 752,404,000
U. S. Government Securities and
Corporate Obligations 17,434,096,357 —_— —_— —_ 17,434,096,357
Stocks 27,546,764,968 —_ —_— —_ 27,546,764,968
Mortgage Investments 45,560,113 -_ —_ —_ 45,560,113
Capital Assets
Land 2,021,656 —_ —_— —_— 2,021,656
Buildings 6,014,020 —_— —_ —_— 6,014,020
Software 17,016,647 —_ —_— —_ 17,016,647
Machinery and Equipment 2,271,315 _— 172,124 —_— 2,443,439
Construction in Progress 39,673 —_ —_— — 39,673
Accumulated Depreciation (4,394,481) —_ (123,769) _ (4,518,250)
Other Assets —_— — — 2,037,149 2,037,149
Total Assets $ 60,442,846,898 $ 3,731,433,398 $ 10,813,718 $ 422,636,154 $ 64,607,730.168
Liabilities
Accounts Payable and Other Accruals $ 13,762,060 $ — 21,128 § 4929364 § 18,712,552
Due to Other Funds 1,799,000 —_— 10 — 1,799,010
Due to Brokers for Securities Purchased 119,560,327 —_ —_ —_— 119,560,327
Salaries/Withholdings Payable 14,618,591 _— —_— —_ 14,618,591
Funds Held for Others -_ _— —_ 341,346,412 341,346,412
Deferred Revenue 10,223 _— —_— — 10,223
Compensated Absences Payable 28,691 -_ 124,333 —_ 153,024
Capital Leases Payable 9,901 —_ —_— — 9,901
Other Liabilities — — — 76,360,378 76,360,378
Total Liabilities $ 149,788,793 $ 0 s 145471 $ 422,636,154 $ 572,570,418
Net Assets
Held in Trust for:
Pension Benefits $ 60,293,058,105 $ — — 3 — 3 60,293,058,105
Pool Participants —_— 3,731,433,398 —_ —_ 3,731,433,398
Other Purposes — — 10,668,247 —_— 10,668,247
Total Net Assets 3 60,293,058,105 § 3,731,433,398 § 10,668,247 $ 0 s 64,035,159,750

The notes to the financial statements are an integral part of this statement.
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State of Georgia

Statement of Changes in Fiduciary Net Assets
Fiduciary Funds
For the Fiscal Year Ended June 30, 2005

Investment Private Purpose
Pension Trust Trust Trust Total
Additions:
Contributions/Assessments
Employer $ 1,061,590,646 — — 3 1,061,590,646
Plan Members/Participants 541,871,950 -_ 94,692,628 636,564,578
Other Contributions
Fines and Bond Forfeitures 21,755,196 —_ —_ 21,755,196
Insurance Company Premium Taxes 19,365,022 —_ —_— 19,365,022
Other Fees 2,618,397 -_ _ 2.618,397
Interest and Other Investment Income
Dividends and Interest 1,532,072,691 90,575,564 1,048,848 1,623,697,103
Net Appreciation (Depreciation) in Investments Reported at
Fair Value 2,879,672,520 (3,948,557) _ 2,875,723,963
Less: Investment Expense (58,511,749) (1,103,899) —_ (59,615,648)
Pool Participant Deposits —_— 5,325,829,494 —_— 5,325,829,494
Other
Transfers from Other Funds 3,417,505 —_ —_ 3,417,505
Miscellaneous 450,412 — 1,527 451,939
Total Additions $ 6,004,302,590 5,411,352,602 § 95,743,003 $ 11,511,398,195
Deductions:
General and Administrative Expenses $ 32,078,121 — 2,418,719 §$ 34,496,840
Benefits 2,673,929,362 —_ 94,349,657 2,768,279,019
Pool Participant Withdrawals —_— 5,544,444,604 —_ 5,544,444,604
Refunds 67,970,844 — o 67,970,844
Total Deductions $ 2,773,978,327 5,544,444,604 $ 96,768,376 $ 8,415,191,307
Change in Net Assets Held in Trust for:
Pension Benefits $ 3,230,324,263 —_— $ — 3 3,230,324,263
Pool Participants —_ (133,092,002) _— (133,092,002)
Other Purposes —_— —_— (1,025,373) (1,025,373)
Net Assets, July 1 (Restated) 57,062,733,842 3,864,525,400 11,693,620 60,938,952,862
Net Assets, June 30 $ 60,293,058,105 3,731,433,398 § 10,668,247 $ 64,035,159,750

The notes to the financial statements are an integral part of this statement.
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State of Georgia

Combining Statement of Net Assets

Component Units

For the Fiscal Year Ended June 30, 2005

Assets
Current Assets:
Cash and Cash Equivalents
Investments
Receivables
Accounts (Net)
Taxes
Interest and Dividends
Notes and Loans
Due from Primary Government
Due from Component Units
Intergovernmental Receivables
Inventories
Prepaid Items
Other Current Assets
Noncurrent Assets:
Investments
Receivables (Net)
Notes and Loans
Other
Due from Component Units
Restricted Assets
Cash and Cash Equivalents
Investments
Receivables
Loans (Net)
Interest and Dividends
Other
Deferred Charges
Capital Assets:
Land

Buildings and Building Improvements

Improvements Other Than Buildings
Machinery and Equipment
Software
Works of Art and Collections
Infrastructure
Construction in Progress
Accumulated Depreciation

Other Noncurrent Assets

Total Assets

The notes to the financial statements are an integral part of this statement.

$

$

Environmental Georgia Tech Housing and
Facilities Foundation, Finance
Authority Incorporated Authority

284,197,814 § 3,125,000 $ 25,992,506

87,961,231 4,300,000 10,208,189

9,571,975 5,948,457 —_

6,750,908 —_— 718,456

— 728,000 —_—

e 6,263,233 14,167,091

96,143,711 1,003,837,000 70,364,797

e 1,284,000 183,473,850

—_— 180,591,310 —_—

7,622,275 —_ 98,110,935

—_ — 18,239,548

748,865,604 _— 544,868,079

— —_— 5,837,488

— —_ 13,875,390

— 2,553,000 800,000

—_— 38,051,000 3,865,000

— —_ 1,434,846

51,694 6,805,000 767,405
(35,488) (4,567,000) (3,241,794)

62,885 21,540,000 —

1,241,192,609 §

1,270,959,000 $

989,481,786




$

Road and Nonmajor
Lottery Tollway Component
Corporation Authority Units Total

2,003,865 4,383,122 553,825,323 § 873,527,630

—_— 20,655,041 147,663,188 271,287,649

101,057,000 21,779 295,297,320 411,896,531

—_ —_— 267,734 267,734

—_— — 3,523,945 10,993,309

— —_— 87,967,224 88,695,224

— — 8,539,516 8,539,516

— —_— 10,302,000 10,302,000

— —_— 5,513,103 5,513,103

—_— — 14,374,404 14,374,404

1,152,000 S 1,921,104 3,073,104

— —_ 67,088,075 87,518,399

—_ —_ 897,332,404 2,067,677,912

—_— — 82,772,672 267,530,522

— —_ 182,884,086 363,475,396

—_— — 61,369,437 61,369,437

440,000 30,774,125 10,776,963 147,724,298

218,424,000 285,334,782 40,525,154 562,523,484

— —_ —_ 1,293,733,683

S — —_— 5,837,488

— —_— 61,700 61,700

— 3,727,713 — 17,603,103

— 10,415,915 258,345,740 272,114,655

2,396,000 4,938,197 1,229,638,271 1,278,888,468

— 2,484,921 244,160,001 248,079,768

14,019,000 4,618,709 480,840,708 507,102,516

437,000 685,429 — 1,122,429

—_— —_— 201,048 201,048

— —_ 154,272,387 154,272,387

— — 177,338,654 177,338,654
(14,647,000) 8,717,577) (781,015,249) (812,224,108)

— 35,870,493 64,216,526 121,689,904

325,281,865 §

395,192,649 $

4,300,003,438 $

8,522,111,347

(continued)



State of Georgia

Combining Statement of Net Assets
Component Units (continued)
June 30, 2005

Liabilities

Current Liabilities:
Accounts Payable and Other Accruals
Due to Primary Government
Due to Component Units
Salaries/Withholdings Payable
Accrued Interest Payable
Contracts Payable
Funds Held for Others
Deferred Revenue
Compensated Absences Payable - Current

Capital Leases/Installment Purchases Payable - Current

Notes and Loans Payable - Current
Revenue Bonds Payable - Current
Grand Prizes Payable - Current
Other Current Liabilities

Current Liabilities Payable from Restricted Assets:

Accrued Interest Payable
Deferred Revenue
Revenue Bonds Payable - Current
Other

Noncurrent Liabilities:
Deferred Revenue
Compensated Absences Payable
Capital Leases/Installment Purchases Payable
Notes and Loans Payable
Revenue/Mortgage Bonds Payable
Grand Prizes Payable
Advances from Primary Government
Due to Component Units
Other Noncurrent Liabilities

Total Liabilities

Net Assets
Invested in Capital Assets, Net of Related Debt
Restricted for:
Bond Covenants/Debt Service
Construction
Higher Education
Expendable
Nonexpendable
Loan and Grant Programs
Other Purposes
Unrestricted

Total Net Assets

The notes to the financial statements are an integral part of this statement.

$

Environmental
Facilities
Authority

Georgia Tech
Foundation,
Incorporated

Housing and
Finance
Authority

2,731,517 §
313

1,112,275

7,974,749
43,671

6,510,000

174,686
40,929,957

1,517,593 $
5,131,821
10,302,000

268,431

4,180,000

9,511,565

217,875,000

61,369,437
67,198,153

23,924,353
725,612

2,509,565

50,751,000

32,759,685

192,826,330

559,938,683

59,477,168 $

377,354,000 $

863,435,228

16,206 $

25,205,835

23,321,625

1,133,171,775

3,175,347  §

12,031,906

266,785,094
296,172,000

315,440,653

3,625,457

122,421,101

1,181,715441 $

893,605,000 $

126,046,558




Road and Nonmajor
Lottery Tollway Component
Corporation Authority Units Total

54,958,000 1,735,058 101,354,551 $ 186,221,072
46,692,365 23,322,005 74,688,539 150,561,155
— — — 10,302,000
— —_— 7,561,139 7,561,139
— —_— — 3,621,840
—_— — 7,235,840 7,235,840
—_— —_— 20,523,919 20,523,919
— — 86,770,920 94,745,669
222,000 —_ 10,987,419 11,521,521
S — 1,817,060 1,817,060
— —_ 64,223,828 64,223,828
—_— 29,790,000 16,029,164 107,260,164
12,323,000 — —_ 12,323,000
—_— —_— 34,379,677 76,650,927
—_ 10,342,992 4,763,009 15,106,001
— 3,416,237 — 3,416,237
e —_— 6,380,000 6,380,000
— 152,307 —_ 152,307
—_ — 165,318,647 358,144,977
1,611,000 — 6,199,090 7,984,776
— — 13,111,443 13,111,443
— — 56,344,210 56,344,210
—_ 666,448,466 1,135,329,418 2,620,521,524
192,941,000 — o 192,941,000
S e 28,461,917 28,461,917
—_ —_ — 61,369,437
494,000 — 50,784,411 118,476,564
309,241,865 735,207,065 1,892,264,201 $ 4,236,979,527
2,205,000 14,425,594 914,597,311 § 938,044,915
— e 28,462,144 53,667,979
— —_ 13,794,300 25,826,206
e o 348,787,477 615,572,571
—_ —_ 589,491,736 885,663,736
— _ —_ 23,321,625
440,000 — 4,504,315 4,944 315
13,395,000 (354,440,010) 508,101,954 1,738,090,473
16,040,000 (340,014,416) $ 2,407,739,237 $ 4,285,131,820
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State of Georgia

Combining Statement of Activities

Component Units

For the Fiscal Year Ended June 30, 2005

Expenses

Program Revenues:
Sales and Charges for Services
Operating Grants and Contributions
Capital Grants and Contributions

Total Program Revenues
Net (Expenses) Revenue

General Revenues:
Taxes
Unrestricted Investment Income
Payments from the State of Georgia
Permanent Endowment Contributions
Other

Total General Revenues
Change in Net Assets
Net Assets, July 1
Change in Accounting Principle
Correction of Prior Year Errors

Capital Assets
Accumulated Depreciation

Net Assets, June 30

The notes to the financial statements are an integral part of this statement.

Environmental Georgia Tech Housing and
Facilities Foundation, Finance
Authority Incorporated Authority

30,947,380 60,260,000 87,038,856
27,903,883 15,472,000 47,646,693
29,430,457 68,446,073 34,326,822
81,341,763 _ S
138,676,103 83,918,073 81,973,515
107,728,723 23,658,073 (5,065,341)
541,713 40,306,334 11,984,395
— 16,822,593 —
77,096 — —
618,809 57,128,927 11,984,395
108,347,532 80,787,000 6,919,054
1,073,367,909 812,818,000 119,127,504
1,181,715,441 893,605,000 126,046,558
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$

Road and Nonmajor
Lottery Tollway Component
Corporation Authority Units Total
2,739,572,000 $ 236,969,656 1,511,933,889 4,666,721,781
2,739,049,000 $ 20,353,541 § 762,912,111 3,613,337,228
e —_ 685,565,538 817,768,890
— — 31,062,609 112,404,372
2,739,049,000 $ 20,353,541 § 1,479,540,258 4,543,510,490
(523,000) $ (216,616,115) $ (32,393,631) $ (123,211,291)
— § — § 22,877,734 22,877,734
7,470,000 7,673,915 56,496,796 124,473,153
e 80,026,216 105,284,204 185,310,420
— — 5,386,236 22,208,829
— 45,810 20,268,115 20,391,021
7,470,000 87,745,941 210,313,085 375,261,157
6,947,000 (128,870,174) $ 177,919,454 252,049,866
9,093,000 (211,144,242) 2,604,443,366 4,407,705,537
—_ _ (367,330,809) (367,330,809)
_ e 6,485,776 6,485,776
S — (13,778,550) (13,778,550)
16,040,000 (340,014,416) $ 2,407,739,237 $ 4,285,131,820
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State of Ge%ia

Notes to the Financial Statements
For the Year Ended June 30, 2005

Note 1. Summary of Significant
Accounting Policies

A. Basis of Presentation

With the exception of the departures from generally
accepted accounting principles (GAAP) disclosed in the
following paragraphs, the financial statements of the State of
Georgia have been prepared in conformity with GAAP as
applied to government units. The Governmental Accounting
Standards Board (GASB) is the accepted standard-setting
body for establishing governmental accounting and financial
reporting principles, which are set forth in the GASB’s
Codification of Governmental Accounting and Financial
Reporting Standards (GASB Codification).

B. Financial Reporting Entity

In evaluating how to define the government for financial
reporting purposes, management has considered both the
organizations that comprise the primary government and
potential component units. The primary government
consists of all the organizations that compose the legal entity
of the State of Georgia. All agencies, departments,
authorities, commissions, courts, councils, boards,
universities, colleges, retirement funds, associations and
other funds that are not legally separate are, for financial
reporting purposes, considered part of the primary
government. In addition, included within the primary
government are organizations which are legally separate but
so intertwined with the primary government that they are, in
substance, part of the primary government.

The decision to include a potential component unit in the
reporting entity was made by applying the criteria set forth
in Section 2100 of the GASB Codification. This Section
defines a component unit as a legally separate organization
for which the primary government is financially accountable
and other organizations for which the primary government is
not accountable, but for which the nature and the
significance of the relationship with the primary
government, including the ongoing financial support of the
primary government or its other component units, are such
that exclusion would cause the financial statements to be
misleading or incomplete.

Financial accountability is the ability of the State to appoint
a voting majority of an organization’s governing board and
to impose its will upon the organization or when there exists
the potential for the organization to provide specific
financial benefits or impose specific financial burdens on the
primary government.
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In addition, organizations that are fiscally dependent upon
the primary government were considered as potential
component units.

Blended Component Units

As required by GAAP, these financial statements present the
government and its component units. Blended component
units, although legally separate entities are, in substance,
part of the government’s operations and therefore data from
these units are combined with that of the primary
government. The blended component units are as follows:

Capital Projects Funds

Georgia Building Authority (Hospital).
Georgia Building Authority (Markets)
Georgia Building Authority (Penal)
Georgia Education Authority (University)

Enterprise Funds

Higher Education Fund
Georgia Military College

Georgia Technology Authority

Internal Service Funds
Georgia Building Authority
Georgia Correctional Industries Administration

Discretely Presented Component Units

Discrete presentation entails reporting component unit
financial data in columns separate from the financial data of
the primary government. The discretely presented
component units are as follows:

Authorities and Similar Organizations

Geo. L. Smith IT Georgia World Congress Center
Authority

Georgia Agricultural Exposition Authority

Georgia Agrirama Development Authority

Georgia Development Authority

Georgia Environmental Facilities Authority

Georgia Golf Hall of Fame Authority

Georgia Higher Education Assistance Corporation

Georgia Highway Authority

Georgia Housing and Finance Authority

Georgia International and Maritime Trade Center Authority

Georgia Lottery Corporation

Georgia Music Hall of Fame Authority

Georgia Ports Authority

Georgia Public Telecommunications Commission

Georgia Rail Passenger Authority

Georgia Regional Transportation Authority

Georgia Seed Development Commission

Georgia Sports Hall of Fame Authority

Georgia Student Finance Authority



State of Georgia

Notes to the Financial Statements
For the Year Ended June 30, 2005

Note 1. Summary of Significant
Accounting Policies (continued)

Jekyll Island State Park Authority

Lake Lanier Islands Development Authority
North Georgia Mountains Authority

Oconee River Greenway Authority
OneGeorgia Authority

Regional Educational Service Agencies
Sapelo Island Heritage Authority

Southwest Georgia Railroad Excursion Authority
State Road and Tollway Authority

Stone Mountain Memorial Association
Superior Court Clerks’ Cooperative Authority

Higher Education Foundations and Similar Organizations

Georgia College and State University Foundation

Georgia Southern University Housing Foundation,
Incorporated

Georgia State University Foundation

Georgia Tech Athletic Association

Georgia Tech Facilities, Incorporated

Georgia Tech Foundation, Incorporated

Georgia Tech Research Corporation

Kennesaw State University Foundation, Incorporated

Medical College of Georgia Foundation, Incorporated

Medical College of Georgia Health, Incorporated

University of Georgia Athletic Association, Incorporated

University of Georgia Foundation

University of Georgia Research Foundation, Incorporated

Fiduciary Component Units

Fiduciary component units are required by GAAP to be
reported as fiduciary funds of the primary government rather
than as discrete component units. In accordance with
GAAP, fiduciary funds and component units that are
fiduciary in nature are excluded from the government-wide
financial statements. The fiduciary component units are as
follows:

Pension Trust Funds

Employees’ Retirement System of Georgia
Georgia Military Pension Fund

Legislative Retirement System

Public School Employees Retirement System
Teachers Retirement System of Georgia

The State’s significant component units issue their own
separate audited financial statements. The financial
statements for fiduciary component units and authorities and
similar organizations can be obtained from their respective
administrative offices or from the Georgia Department of
Audits and Accounts, 270 Washington Street, S.W., Suite
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1-156, Atlanta, Georgia 30334. The financial statements for
the higher education foundations and similar organizations
can be obtained from their respective administrative offices
or from the Board of Regents of the University System of
Georgia, 270 Washington Street, S.W., Atlanta, Georgia
30334.

C. Government-Wide and Fund Financial
Statements

Government-Wide Financial Statements

The Statement of Net Assets and Statement of Activities
display information about the primary government and its
component units. These statements include the financial
activities of the overall government, except for fiduciary
activities. Eliminations have been made to minimize the
double-counting of internal activities. ~Governmental
activities, which normally are financed through taxes,
intergovernmental revenues, and other non-exchange
revenues are reported separately from business-type
activities, which are financed in whole or in part by fees
charged to external parties for goods or services. Likewise,
the primary government is reported separately from its
discretely presented component units.

The Statement of Net Assets presents the reporting entity’s
non-fiduciary assets and liabilities, with the difference
reported as net assets.

The Statement of Activities demonstrates the degree to
which the direct expenses of a given function or segment are
offset by program revenues. Direct expenses are those that
are clearly identifiable within a specific function. Program
revenues include (a) charges to customers or applicants who
purchase, use, or directly benefit from goods, services or
privileges provided by a given function and (b) grants and
contributions that are restricted to meeting the operational or
capital requirements of a particular function. Taxes and
other items not meeting the definition of program revenues
are instead reported as general revenues.

Fund Financial Statements

Separate financial statements are provided for governmental
funds, proprietary funds, and fiduciary funds, even though
fiduciary funds are excluded from the government-wide
statements. Major individual governmental funds and major
individual proprietary funds are reported as separate
columns in the fund financial statements. All remaining
governmental and proprietary funds are aggregated and
reported as nonmajor funds. Internal service funds are also
aggregated and reported in a separate column on the
proprietary funds financial statements.



State of Geor&ia

Notes to the Financial Statements
For the Year Ended June 30, 2005

Note 1. Summary of Significant
Accounting Policies (continued)

D. Measurement Focus, Basis of Accounting,
and Financial Statement Presentation

The government-wide financial statements and the
proprietary and fiduciary fund financial statements are
reported using the economic resources measurement focus
and the accrual basis of accounting.

Under the accrual basis of accounting, revenues are recorded
when earned and expenses are recorded when a liability is
incurred, regardless of the timing of cash flows. Property
taxes are recognized as revenues in the fiscal year for which
they are levied. Grants and similar items are recognized as
revenues in the fiscal year in which eligibility requirements
imposed by the provider have been met.

Governmental fund financial statements are reported using
the current financial resources measurement focus and the
modified accrual basis of accounting. Revenues are
recognized when susceptible to accrual (i.e., when they
become both measurable and available). “Measurable”
means the amount of the transaction can be determined and
“available” means collectible within the current period or
soon enough thereafter to be used to pay liabilities of the
current period.  Principal revenue sources that are
susceptible to accrual include income taxes, sales and use
taxes, federal grants and shared revenues. Expenditures
generally are recorded when the related fund liability is
incurred, as under accrual accounting. However, debt
service expenditures, as well as expenditures related ‘to
compensated absences and claims and judgments, are
recorded only when payment is due or when amounts have
been accumulated in the debt service fund for payments to
be made early in the subsequent fiscal year.

Proprietary funds distinguish operating revenues and
expenses from nonoperating items. Operating revenues and
expenses generally result from providing services and
producing and delivering goods in connection with a
proprietary fund’s principal ongoing operations. Revenues
and expenses not meeting this definition are reported as
nonoperating revenues and expenses.

As allowed by GASB Statement No. 20, the State’s
proprietary funds follow FASB Statements and
Interpretations issued on or before November 30, 1989,
Accounting Principles Board Opinions, and Accounting
Research Bulletins, unless those pronouncements conflict
with GASB pronouncements.
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The State reports the following major governmental funds:

The General Fund is used to account for all financial
transactions not required to be accounted for in another
fund. These transactions relate to resources obtained and
used for services traditionally provided by a state
government.

The Georgia State Financing and Investment
Commission (Capital Projects Fund) accounts for the
construction of projects for state agencies financed
through the issuance of public debt, including educational
facilities for county and independent school systems.

The State reports the following major enterprise funds:

The Higher Education Fund accounts for the operations
of State colleges and universities and State technical
colleges.

The State Employees’ Health Benefit Plan is a self-
insured program of health benefits for the employees of
units of government of the State of Georgia, units of
county government and local education agencies located
within the State of Georgia.

The Unemployment Compensation Fund accounts for
the collection of employers’ unemployment insurance tax
and the payment of unemployment insurance benefits.

Additionally, the State reports the following fund types:

Governmental Fund Types:
Debt Service Funds — Used to account for the payment of
principal and interest on general long-term debt.

The primary government debt service fund is the General
Obligation Debt Sinking Fund, which is administered by
the Office of Treasury and Fiscal Services. The Debt
Sinking Fund is a legally mandated fund responsible for
the payment of principal and interest on general obligation
bonds.

Capital Projects Funds - Used to account for the
acquisition or construction of capital facilities.

Permanent Funds — Used to report resources that are
legally restricted to the extent that only earnings, and not
principal, may be used for purposes that benefit the State
or its citizenry.



State of Georgia

Notes to the Financial Statements
For the Year Ended June 30, 2005

Note 1. Summary of Significant
Accounting Policies (continued)

Proprietary Fund Types:
Enterprise Funds — Used to account for those activities
for which the intent of management is to recover,
primarily through user charges, the cost of providing
goods or services to the general public, or where sound
financial management dictates that periodic determination
of results of operations are appropriate.

Internal Service Funds - Used to account for the
financing of goods or services provided by one
department or agency to other State departments or
agencies, or to other governmental entities, on a cost-
reimbursement basis. The predominant participant in
internal service fund activity is the primary government.

Fiduciary Fund Types:
Pension Trust Funds— Used to account for the retirement
systems and plans administered by the Employees’
Retirement System, for the Teachers Retirement System,
and for pension plans administered on behalf of a variety
of categories of local government officials and employees.

Investment Trust Funds — Used to account for external
portions of government-sponsored investment pools.

Private Purpose Trust Funds — Used to report resources
of all other trust arrangements in which principal and
income benefit individuals, private organizations, or other
governments.

Agency Funds - Used to report assets and liabilities for
deposits and investments entrusted to the State as an agent
for others.

Discretely Presented Component Units:

The combining component unit financial statements are
presented in order to provide information on each of the
major component units included in the component units
column of the government-wide statements. The component
unit financial statements are reported using the economic
resources measurement focus and the accrual basis of
accounting. The information is presented in order to be
consistent with the government-wide statements, and is less
detailed than the presentation in each component unit’s
separately issued financial statements. The component
units, other than certain higher education foundations and
similar organizations, follow all GASB pronouncements,
and all FASB pronouncements issued on or before
November 30, 1989, except those that conflict witha GASB
pronouncement.
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Certain higher education foundations and similar
organizations report under FASB standards; including FASB
Statement No. 117, Financial Reporting for Not-for Profit
Organizations. As such, certain revenue recognition criteria
and presentation features are different from GASB revenue
recognition criteria and presentation features. The FASB
reports were reclassified to GASB presentation in these
financial statements.

E. Budgets

The annual budget of the State of Georgia is prepared on the
modified accrual basis utilizing encumbrance accounting
with the following exceptions: federal and certain other
revenues are accrued based on the unexecuted portion of
long-term contracts; and intrafund transactions are disclosed
as revenues and expenditures. The budget represents
departmental appropriations recommended by the Governor
and adopted by the General Assembly prior to the beginning
of the fiscal year. Annual appropriated budgets are adopted
at the departmental level. The appropriated budget covers
most governmental funds included in the State reporting
entity but excludes the capital projects funds and certain
debt service funds that are not subject to appropriation. The
budget includes certain proprietary funds, the Higher
Education Fund, and the administrative costs of operating
certain public employee retirement systems. All
unencumbered annual appropriations lapse at fiscal year end
unless otherwise specified by constitutional or statutory
provisions. Supplementary and amended appropriations
may be enacted during the next legislative session by the
same process used for original appropriations.

Encumbrances are used to indicate the intent to purchase
goods or services. Liabilities and expenditures are recorded
upon issuance of completed purchase orders. Goods or
services need not have been received for liabilities and
expenditures to be recorded.

F. Assets, Liabilities, and Net Assets/Fund
Balances

Cash and Cash Equivalents

Cash and cash equivalents include currency on hand and
demand deposits with banks and other financial institutions.
Cash and cash equivalents also include short-term, highly
liquid investments with maturity dates within three months
of the date acquired, with the exception of the Higher
Education Fund and higher education foundations and
similar organizations, which report all time deposits with
maturity dates less than thirteen months of the date acquired
as cash.



State of Georgia

Notes to the Financial Statements
For the Year Ended June 30, 2005

Note 1. Summary of Significant
Accounting Policies (continued)

Investments

Investments are defined as those financial instruments with
terms in excess of three months from the date of purchase
and certain other securities held for the production of
revenue. Investments are presented at fair value. The State
Depository Board may permit any department, board,
bureau or other agency to invest funds collected directly by
such organization in short term time deposit agreements,
provided that the interest income of those funds is remitted
to the Director of the Office of Treasury and Fiscal Services
as revenues of the State of Georgia. As a matter of general
practice, however, demand funds of any department, board,
bureau or other agency in excess of current operating
expenses are required to be deposited with the Director of
the Office of Treasury and Fiscal Services for the purpose of
pooled investment (OCGA 50-17-63). Such cash is
managed in a pooled investment fund to maximize interest
earnings. The pooled investment funds “Georgia Fund 17
and “Georgia Extended Asset Pool” are also available on a
voluntary basis to organizations outside of the State
reporting entity.

The Georgia Fund 1 or Primary Liquidity Portfolio’s
primary objectives are safety of capital, investment income,
liquidity and diversification while maintaining principal.
Net asset value is calculated weekly to ensure stability. The
pool distributes earnings (net of management fees) on a
monthly basis and values participants’ shares sold and
redeemed at the pool’s share price, $1.00 per share.
Investments are directed toward short-term instruments. At
June 30, 2005, the weighted average maturity of the Fund
was 24 days.

The Georgia Extended Asset Pool is part of the Extended
Term Portfolio. The pool’s primary objective is the prudent
management of public funds on behalf of the State of
Georgia and local governments seeking income higher than
money market rates. Net Asset Value (NAV) is calculated
daily to determine current share price. NAV is calculated by
taking the closing fair value of securities owned plus other
assets and subtracting liabilities. The remainder is then
divided by the total number of shares outstanding to
compute NAV per share (current share price). The pool
distributes earnings (net of management fees) on a monthly
basis and determines participants’ shares sold and redeemed
based on the current share price, which at June 30, 2005,
was $1.98 per share. Investments consist generally of
securities issued or guaranteed as to principal and interest by
the U. S. Government or any of its agencies or
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instrumentalities, bankers’ acceptances and repurchase
agreements. The average investment duration at June 30,
2005, was 0.92 years.

Units of the University System of Georgia and their
affiliated organizations may participate in the Regents
Investment Pool. The fair value of the investments is
determined daily. The pool does not issue shares. Each
participant is allocated a pro rata share of each investment at
fair value along with a pro rata share of the interest it earns.
The Regents Investment Pool maintains an assortment of
funds which invest in diverse holdings with varying
investment objectives.

The State’s Unemployment Compensation Fund monies are
required by the Social Security Act to be invested in the
U. S. Department of Treasury, Bureau of Public Debt
Unemployment Trust Fund (BPDUTF), which is not
registered with the SEC. The fair value of the position in the
BPDUTEF is the same as the value of the BPDUTF shares.

Certain Higher Education Foundations (component units)
held derivative financial instruments at year end: futures
and hedge funds, real estate investment trusts and venture
capital.

The Commissioner of the Department of Agriculture is
directed by statute to require dealers in certain agricultural
products and livestock to make and deliver to the
Department a surety or cash bond to secure the faithful
accounting for and payment to producers of the proceeds of
agricultural products or livestock handled or sold by the
dealer. Cash bonds are required to designate the
Department as trustee of the funds and may take the form of
certificates of deposit, letters of credit, money orders or
cashiers’ checks. At June 30, 2005, the Department held
surety bonds in the amount of $37,460,426, and cash bonds
in the amount of $14,539,946. These bonds are not
recorded on the Balance Sheet.

Securities are held pursuant to statutes that require licensed
insurance companies to deposit securities with the
Department of Insurance prior to issuance of a certificate of
authority to transact insurance by the Commissioner of
Insurance. These securities remain in the name of the
licensed insurance company as long as the company has a
pending claim in the State of Georgia or until a proper order
of a court of competent jurisdiction has been issued to the
receiver, conservator, rehabilitator, or liquidator of the
insurer or to any other properly designated official or
officials who succeed to the management and control of the
insurer’s assets. The purchase and redemption of such
securities are allowed as long as the required levels of
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Note 1. Summary of Significant
Accounting Policies (continued)

deposits are maintained. AtJune 30, 2005, securities valued
at $217,514,020 were held by the Department of Insurance.
These securities are not recorded on the Balance Sheet.

Receivables

Receivables in the State’s governmental funds pertain
primarily to Federal revenues and revenues applicable to
charges for services. Receivables in all other funds have
arisen in the ordinary course of business. Receivables are
recorded when either the asset or revenue recognition
criteria (See Note 1-D) have been met. Estimates of
allowances for uncollectible receivables have not been made
for the majority of receivables included within the financial
statements. Receivables from the Federal government are
reasonably assured; accordingly, no allowance for
uncollectible accounts has been established.

Due To/From Other Funds

Equally offsetting asset and liability accounts are used to
account for amounts owed to a particular fund by another
fund for short-term obligations on goods sold or services
rendered.

Advances

Noncurrent portions of long-term interfund loans receivable
are reported as advances and are offset equally by a fund
balance reserve account that indicates that they do not
constitute expendable available financial resources and
therefore are not available for appropriation.

Inventories

Inventories of supplies and materials are determined by
physical count and/or perpetual inventory records and are
valued at cost, weighted average cost, moving average cost,
or lower of weighted average cost or market, using the first-
in/first-out (FIFO) method, depending on the individual
organization’s preference. The costs of governmental fund
inventories are recorded as expenditures when consumed
rather than when purchased for larger agencies and agencies
with material inventories. Other agencies may use either the
purchase or consumption method.

Under the purchase method, a portion of the fund balance is
reserved for inventories to indicate that it is not available for
appropriation.  Organizations under the consumption
method normally reserve a portion of fund balance equal to
the average monthly inventories on hand for the fiscal year.

53

Prepaid Items

Payments made to vendors and local government
organizations for services that will benefit periods beyond
TJune 30, 20035, are recorded as prepaid items.

Restricted Assets

Certain proceeds of enterprise fund revenue bonds, as well
as certain resources set aside for their repayment, are
classified as restricted assets on the balance sheet because
their use is limited by applicable bond covenants.

Capital Assets

Capital assets of governmental funds are recorded as
expenditures at the time of purchase and capitalized in the
governmental activities column of the government-wide
Statement of Net Assets. Capital assets of the State’s
proprietary funds and component units are capitalized in the
fund in which they are utilized. Capital assets are stated at
historical cost or, in some instances, estimated historical
cost. Donated capital assets are stated at fair market value at
the time of donation. All land and non-depreciable land
improvements are capitalized regardless of cost. Buildings
and Improvements Other Than Buildings are capitalized
when the cost or value exceeds $100,000. Machinery and
Equipment is capitalized when costs or value exceeds
$5,000. The State’s bridges and roadways included in the
state highway system are capitalized regardless of cost. All
other infrastructure assets are capitalized when project costs
exceed $1,000,000. The cost of normal maintenance and
repairs that do not add to the value of the asset or materially
extend assets lives is not capitalized. The State holds certain
assets such as works of art, historical documents, and
artifacts that have not been capitalized or depreciated
because the collections are protected and preserved for
exhibition, education, or research and are considered to have
inexhaustible useful lives.

Major outlays for construction of bridges and roadways in
the state highway system are capitalized as projects are
constructed. All other major construction projects are
capitalized when projects are completed. Interest incurred
during construction is not capitalized in governmental funds.
Interest incurred during the construction of proprietary fund
assets is included in the capitalized value of the asset.

All depreciable capital assets are depreciated on the straight-
line basis over the following useful lives:

Infrastructure 10-100 years
Buildings and Building Improvements 5-60 years
Improvements Other Than Buildings 15-50 years
Machinery and Equipment 3-20 years
Software 3-10 years
Library Collections 10 years
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Certain general governmental capital assets acquired
through capital leases in prior years have not been recorded
on the financial statements at the net present value of the
minimum lease payments as is required by GAAP.

Compensated Absences

Employees earn annual leave ranging from ten to fourteen
hours each month depending upon the employee’s length of
continuous State service with a maximum accumulation of
forty-five days. Employees are paid for unused accumulated
annual leave upon retirement or termination of employment.
Funds are provided in the appropriation of funds each fiscal
year to cover the cost of annual leave of terminated
employees. The State’s obligation for accumulated unpaid
annual leave is reported as a liability in the government-
wide and proprietary fund financial statements.

Employees earn ten hours of sick leave each month with a
maximum accumulation of ninety days. Sick leave does not
vest with the employee. Unused accumulated sick leave is
forfeited upon retirement or termination of employment.
However, certain employees who retire with one hundred
and twenty days or more of forfeited annual and sick leave
are entitled to additional service credit in the Employees’
Retirement System of Georgia. No liability is recorded for
nonvesting accumulating rights to receive sick pay benefits.

Deferred Revenue

In the government-wide statements, proprietary fund
statements, and fiduciary fund statements, deferred revenue
is recorded when cash or other assets are received prior to
being earned. In the governmental fund statements, deferred
revenue is recorded when revenue is either unearned or
unavailable.

Long-Term Obligations

Long-term debt and other long-term obligations are reported
as liabilities in the applicable governmental activities
column or business-type activities column on the
government-wide statement of net assets and on the
proprietary fund statement of net assets in the fund financial
statements. Bond discounts, premiums and issuance costs
are deferred and amortized over the life of the bonds using a
method that approximates the effective interest method or
the straight-line method. Bonds payable are reported net of
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the unamortized bond premium or discount and, when
applicable, the deferred amount on refunding. Bond
issuance costs are reported as deferred charges (assets) and
amortized over the term of the related debt.

In the fund financial statements, governmental funds
recognize bond premiums and discounts, as well as bond
issuance costs, during the current period. The face amount
of debt issued is reported as other financing sources.
Premiums received on debt issuances are reported as other
financing sources while discounts on debt issuances are
reported as other financing uses. Issuance costs, whether or
not withheld from the actual debt proceeds received, are
reported as debt service expenditures.

Net Assets

Net assets are reported as invested in capital assets, net of
related debt, restricted or unrestricted. “Invested in capital
assets, net of related debt” consists of capital assets, net of
accumulated depreciation and reduced by outstanding
balances for bonds, notes, and other debt that are attributed
to the acquisition, construction, or improvement of those
assets.

Restricted net assets result when constraints placed on net
asset use are either externally imposed by creditors,
grantors, contributors, and the like, or imposed by law
through constitutional provisions or enabling legislation.
The governmental activities column on the government-wide
statement of net assets reports $2,248,833,736 of restricted
net assets, of which $2,244,279,662 is restricted by enabling
legislation.

Unrestricted net assets consist of net assets that do not meet
the definition of the two preceding categories. Unrestricted
net assets often are designated, indicating they are not
available for general operations. Such designations have
internally imposed constraints on resources, but can be
removed or modified.

Fund Balances

In the fund financial statements, governmental funds report
reservations of fund balance for amounts that are not
available for appropriation or are legally segregated by
outside parties for use for a specific purpose. Designations
of fund balance represent tentative plans for future use of
financial resources. Unreserved, undesignated fund balance
(deficit) is the amount of fund balance remaining from
operations of the current and prior years, net of amounts
established as reserved and designated.
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G. Revenues

Federal grants include nonmonetary transactions for food
and vaccine commodities. Commodities revenue and
expenditures are recorded at their federally reported value.
Commodity inventories of $2,813,701 are reported on the
Balance Sheet. For the fiscal year ended June 30, 2005,
revenues of $68,770,862 and expenditures of $68,816,882
for commodities are reported in the General Fund.

H. Interfund Activity and Balances

As a general rule, the effect of interfund activity has been
eliminated from the government-wide financial statements
with the exception of activities between governmental
activities and business-type activities. In the fund financial
statements, transfers represent flows of assets without
equivalent flows of assets in return or a requirement for
repayment. In addition, transfers are recorded when a fund
receiving revenue provides it to the fund which expends the
resources. Transfers and balances between funds are made
to accomplish various provisions of law.

Interfund payables and receivables have been eliminated
from the statement of net assets except for amounts due
between governmental and business-type activities. These
amounts are reported as internal balances on the statement of
net assets.

I. Fiscal Reporting Periods

The fiscal year end for the primary govermnment and
component units is June 30, except for the Stone Mountain
Memorial Association (component unit), which has a fiscal
year end of December 31.
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Note 2. Accounting Changes

In fiscal year 2004, implementation of GASB Statement 39,
Determining  Whether Certain  Organizations Are
Component Units — an amendment of GASB Statement No.
14 required that certain higher education foundations and
similar organizations be reported as component units. These
organizations were considered for inclusion based upon their
significance to the college/university with which they were
affiliated. In fiscal year 2005, it was determined that in
accordance with GASB Statement 39, such organizations
should be considered for inclusion based on their
significance to the primary government, rather than to an
individual unit. The beginning net assets of the component
units have been decreased by $367,330,809, and the
beginning net assets of the fiduciary funds - investment trust
(Regents Investment Pool) have been increased by
$26,555,318 for this change in the application of an
accounting principle.

In fiscal year 2005, responsibility for the operations of
Gwinnett Technical College was transferred to the State.
The beginning net assets of the Higher Education Fund
(major proprietary fund) have been increased by
$32,639,138 for this addition to the reporting entity.

In fiscal year 2005, the State of Georgia implemented the
provisions of GASB Statement 40, Deposits and Investment
Risk Disclosures — an amendment of GASB Statement No. 3.
This pronouncement requires additional disclosures
presented in these notes, but has no impact on the State’s net
assets. These disclosures address common deposit and
investment risks related to credit risk, concentration of credit
risk, interest rate risk and foreign currency risk. Included as
an element of interest rate risk, Statement 40 requires
disclosures of investments that have fair values that are
highly sensitive to interest rates. The change is reflected in
Note 3.

GASB Statement 46, Net Assets Restricted by Enabling
Legislation Disclosures — an amendment of GASB Statement
No. 34, was early implemented for the fiscal year ended June
30, 2005. As a result, a disclosure related to restricted net
assets was added. Implementing this Statement did not
result in any other reporting changes. The change is
reflected in Note 1F (Net Assets).

The following tables summarize the changes in fund equities
as previously reported for the funds and activities at June 30,
2004, including correction of prior year errors as indicated.
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June 30, 2004
As Previously June 30, 2004
Reported Adjustments (Restated)
Governmental Funds and Activities
Major Funds:
General Fund (Correction of Prior Year Errors) $ 3,548,277,078 $ (23,568,658) $ 3,524,708,420
Georgia State Financing and Investment Commission 1,228,811,620 —_— 1,228,811,620
Nonmajor Funds:
Debt Service Fund 0 J— 0
Capital Projects Funds 8,919,102 J— 8.919.102
Permanent Fund 13,500 — 13,500
Total Governmental Funds $ 4,786,021,300 $ (23,568,658) $ 4,762,452,642
Capital Assets, net of depreciation (Correction of Prior Year Errors) 14,591,464,471 1,282,524,637 15,873,989,108
Other Noncurrent Assets (Correction of Prior Year Errors) 37,890,337 5,602,156 43,492,493
Long-Term Liabilities (Correction of Prior Year Errors) (6,807,261,686) (43,890,360) (6,851,152,046)
Other Liabilities (179,502,687) 68,102,052 (111,400,635)
Inclusion of Internal Service Funds in Governmental Activities 1,192,135,078 (5,335,520) 1,186,799,558
Total Governmental Funds and Activities $ 13,620,746,813  § 1,283,434,307 _ $ 14,904,181,120
Proprietary Funds and Business-Type Activities
Major Funds:
Higher Education Fund $ 4,439,573,679 $ 4,484,559,698
Addition to Reporting Entity (Gwinnett Technical College) $ 32,639,138
Correction of Prior Year Errors 12,346,881
State Employees' Health Benefit Plan 346,458,369 — 346,458,369
Unemployment Compensation Fund (Correction of Prior Year Errors) 875,924,570 138,411,632 1,014,336,202
Correction of Prior Year Errors
Nonmajor Funds:
Enterprise Fund 112,198,199 J— 112,198,199
Internal Service Funds (Correction of Prior Year Errors) 1,142,265,119 (5,335,520) 1,136,929.599
Internal Service Funds Look-Back Adjustments
Removal of Internal Service Funds Relating to Governmental Activities (1,192,135,078) 5,335,520 (1,186,799,558)
Total Proprietary Funds and Business-Type Activities $ 5,724,284,858 $ 183,397,651 $ 5,907,682,509
Fiduciary Funds
Pension Trust Funds (Correction of Prior Year Errors) $ 57,077,989,675 $ (15,255,833) § 57,062,733,842
Investment Trust Funds (Addition of Regents Investment Pool) 3,837,970,082 26,555,318 3,864,525,400
Private Purpose Trust Funds 11,693,620 — 11,693,620
Total Fiduciary Funds $ 60,927,653,377_ $ 11,299.485  $ 60,938,952,862
Discretely Presented Component Units $ 4,407,705,537 $ 4,407,705,537
Removal of Higher Education Foundations and Similar Organizations $ (367,330,809) (367,330,809)
Correction of Prior Year Errors (7,292,774) (7.292,774)
Total Discretely Presented Component Units $ 4,407,705,537 _ $ (374,623,583) $ 4,033,081,954

56



State of Geor&k\

Notes to the Financial Statements
For the Year Ended June 30, 2005

Note 3. Deposits and Investments

A. Deposits

Deposits include bank accounts and short-term investments,
especially certificates of deposit. Funds belonging to the
State of Georgia cannot be placed in a depository paying
interest longer than ten days without the depository
providing a surety bond to the State. In lieu of a surety
bond, the depository may pledge as collateral any one or
more of the following securities as enumerated in OCGA
50-17-59:

1) Bonds, bills, notes, certificates of indebtedness, or other
direct obligations of the United States or of the State of
Georgia.

2) Bonds, bills, notes, certificates of indebtedness or other
obligations of the counties or municipalities of the State
of Georgia.

3) Bonds of any public authority created by the laws of the
State of Georgia, providing that the statute that created
the authority authorized the use of the bonds for this
purpose.

4) Industrial revenue bonds and bonds of development
authorities created by the laws of the State of Georgia.

5) Bonds, bills, certificates of indebtedness, notes or other
obligations of a subsidiary corporation of the United
States government, which are fully guaranteed by the
United States government both as to principal and
interest and debt obligations issued by the Federal Land
Bank, the Federal Home Loan Bank, the Federal
Intermediate Credit Bank, the Central Bank for
Cooperatives, the Farm Credit Banks, the Federal
Home Loan Mortgage Association and the Federal
National Mortgage Association.
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6) Guarantee or insurance of accounts provided by the
Federal Deposit Insurance Corporation.

As authorized in OCGA 50-17-53, the State Depository
Board has adopted policies that allow agencies of the State
of Georgia the option of exempting demand deposits from
the collateral requirements.

Custodial Credit Risk — Deposits

The custodial credit risk for deposits is the risk that, in the
event of a bank failure, the State’s deposits may not be
recovered.

Primary Government

At year-end, the carrying amounts of the State’s deposits
were $1,220,654,231, and the bank balances were
$1,948,789,674 Of these bank balances, $835,183,456 were
insured, $105,705,823 were collateralized with securities
held by the pledging financial institutions, $189,673,847
were collateralized with securities held by pledging
institutions’ trust departments or agents, but not in the
State’s name and $818,226,548 were uncollateralized.

Component Units

At year-end the carrying amounts of the component units’
deposits were $391,925,915 and the bank balances were
$395,439,279. Of these bank balances, $88,233,515 were
insured, $33,285,073 were collateralized with securities held
by the pledging financial institutions, $133,148,981 were
collateralized with securities held by pledging institutions’
trust departments or agents, but not in the State’s name and
$140,771,710 were uncollateralized.

The carrying amounts of the deposits of certain higher
education foundations which utilize FASB standards were
$190,719,759. These deposits are not included in the
balances reflected, above.
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B. Investments

Primary Government (Other than Pension Trust Funds)
The investment policy of the State of Georgia is to maximize
the protection of State funds on deposit while accruing an
advantageous yield on those funds in excess of those
required for current operating expenses (Official Code of
Georgia Annotated [OCGA] 50-17-51).

Authorized pool investments are limited to the following in
accordance with State statutes:

1) Obligations of the State of Georgia or of other states;

2) Obligations issued by the United States government;

3) Obligations fully insured or guaranteed by the United
States government or a United States government
agency;

4) Obligations of any corporation of the United States
government;

5) Prime banker’s acceptances;

6) Repurchase Agreements;

7) Obligations of other political subdivisions of the State;
and

8) Commercial paper issued by domestic corporations.

Authorized investments are subject to certain restrictions.

Pooled cash and cash equivalents and investments are
grouped into portfolios for investment purposes according to
the operating needs of the State of Georgia and other pool
contributors.

Pension Trust Funds

In accordance with Official Code of Georgia Annotated
Public Retirement System Investment Authority Law, Public
Retirement Systems may invest in the following:

1) United States or Canadian corporations or their
obligations with limits as to the corporations’ size and
credit rating.

2) Repurchase and reverse repurchase agreements for
direct obligations of the United States government and
for obligations unconditionally guaranteed by
agencies.

3) FDIC insured cash assets or deposits.

4) Bonds, notes, warrants, loans or other debt issued or
guaranteed by the United State government.
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5) Taxable bonds, notes warrants or other securities
issued and guaranteed by any state, the District of
Columbia, Canada or any province in Canada.

6) Bonds, debentures or other securities issued or insured
or guaranteed by an agency, authority, unit, or
corporate body created by the government of the
United States of America.

7) Investment grade collateralized mortgage obligations.

8) Obligations issued, assumed or guaranteed by the

International Bank for Reconstruction and
Development or the International Financial
Corporation.

9) Bonds, debentures, notes and other evidence of
indebtedness issued, assumed, or guaranteed by any
solvent institution existing under the laws of the
United States of America or of Canada, or any state or
province thereof, which are not in default and are
secured to a certain level.

10) Secured and unsecured obligations issued by any
solvent institution existing under the laws of the
United States of America or of Canada, or any state or
province thereof, bearing interest at a fixed rate, with
mandatory principal and interest due at a specified
time with additional limits.

11) Equipment trust obligations or interests in
transportation equipment, wholly or in part within the
United States of America, and the right to receive
determinated portions or related income.

12) Loans that are secured by pledge or securities eligible
for investment.

13) Purchase money mortgages or like securities received
upon the sale or exchange of real property acquired.

14) Secured mortgages or mortgage participation, pass-
through, conventional pass-through, trust certificate, or
other similar securities with restrictions.

15) Land and buildings on such land used or acquired for
use as a fund’s office for the convenient transaction of
its own business with restrictions.

16) Real property and equipment acquired under various
circumstances.

In addition, large retirement systems have restrictions as to
the concentration of investments in corporations and equities
and additional stipulations exist related to decreases in a
fund’s asset value.

Component Units
Component units follow applicable investing criteria
described above for the primary government.
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Certain higher education foundations utilize FASB
standards; therefore, only the June 30, 2005 balances are
available as follows:

Fair
Value
Cash Held by Investment Organization $ 10,637,932
Corporate Bonds 4,920,507
Equity Secutities 786,543,116
Government and Agency Securities 97,231,943
Long-Term Investment Pool 386,388,421
Money Market Accounts 2,675,781
Mutual Funds 51,497,858
Partnerships 249,794,000
Real Estate 169,640,017
Split-Interest Investments 14,845,294

$ 1,774,174,869

The component unit disclosures below do not include these
balances.

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of
debt investments will adversely affect the fair value of an
investment.

Primary Government (Other than Pension Trust Funds)
The State manages interest rate risk by attempting to match
investments with expected cash requirements. Certificates
of deposit may not have a term exceeding five years. The
Director of OTFS may establish duration or maturity
limitations for other investments. The following table
provides information about the State’s exposure to interest
rate risk.

Maturity Period
Total Less than More than
Fair Value 3 Months 4 - 12 Months 1-5 Years 6 - 10 Years 10 Years
Commercial Paper $ 47,691,680 $ —_ $ 2,664,037 $ 37,936,833 $ 4,956,035 $ 2,134,775
Corporate Debt
Domestic 74,764,751 3,802,449 9,859,209 42,987,111 5,201,366 12,914,616
International 5,000,000 _— —_ 5,000,000 —_ —_
Mortgage-backed Securities
Commercial 39,327,796 — — —_ 7,063,186 32,264,610
Municipal Bonds 2,170,058 _ 1,913,950 212,112 43,996 —
Mutual Funds - Debt 45,882,876 — 442,538 45,205,337 95,136 139,865
Repurchase Agreements 4,461,609,795 4,256,664,474 204,945,321 —_ —_ —
U. S. Agency Obligations 4,412,863,676 2,053,941,299 1,524,404,873 767,868,893 21,878,725 44,769,886
U. S. Treasury Obligations 770,134,952 27,442,089 165,238,094 558,031,828 7,752,051 11,670,890
$ 9,859,445,584 $ 6,341,850,311 § 1,909,468,022 $ 1,457,242,114 § 46,990,495 $ 103,894,642

Equity Securities
Domestic

Funds on Deposit with
U. S. Treasury for
Unemployment
Compensation

Mutual Funds - Equity

Real Estate

92,945,016

1,130,268,218
22,338,220
5,388,740

$ 11,110,385,778

————————
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Pension Trust Funds Administered by Other than the
Employees’ and Teachers’ Retirement Systems

The Public Retirement System Investment Authority Law
does not address specific policies for managing interest rate
risk.

The following table provides information about interest rate
risks associated with these pension trust funds’ investments:

Maturity Period
Total Less than More than
Fair Value 3 Months 4 - 12 Months 1-5 Years 6 - 10 Years 10 Years
Commercial Paper $ 13,932,250 $ —_ $ 29,102 § 5,623,690 $ 4391418 § 3,888,040
Corporate Debt
Domestic 106,340,965 —_ 4,581,877 24,576,404 30,837,053 46,345,631
International 204,321 — —_ —_ —_ 204,321
Mortgage-backed Securities
Commercial 45,841,462 —_— — 1,381,937 3,033,156 41,426,369
Municipal Bonds 873,944 — 507,089 87,268 279,587
U. S. Agency Obligations 141,959,233 — 3,004,164 20,439,456 18,955,977 99,559,636
U. S. Treasury Obligations 44,862,094 2,390,322 5,957,482 5,380,638 14,722,174 16,411,478
3 354,014,269 $ 2,390,322 $ 13,572,625 $ 57,909,214 § 72,027,046 $ 208,115,062
Equity Securities
Domestic 410,636,372
International 11,871,508
Mutual Funds - Equity 267,401,567
Real Estate 1,469,723
Short-term Investment
Funds 55,965,303
$ 1,101,358,742
Effective
Pension Trust Funds Administered by the Employees’ Total Duration
and Teachers’ Retirement Systems Fair Value (Years)
The Boards of the Employees’ and Teachers” Retirement Corporate Bonds §  3,555089,000 4.70
systems have elected to manage interest rate risk of these lee‘;“r;hase Ag:;met’?ts . Zgg’zg’ggg g‘gg
: . . . . S. Agency Obligations ,929,682, .
pension trust funds using the effective duration method. U. S. Treasury Obligations 14.359,128,000 620

This method is widely used in the management of fixed
income portfolios and quantifies to a much greater degree
the sensitivity to interest rate changes when analyzing a
bond portfolio with call options, prepayment provision, and
any other cash flows. Effective duration makes assumptions
regarding the most likely timing and amounts of variable
cash flows and is best utilized to gauge the effect of a
change in interest rates on the fair value of a portfolio. Itis
believed that the reporting of effective duration found in the
table below quantifies to the fullest extent possible the
interest rate risk of the fund’s fixed income assets.
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Notes to the Financial Statements
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Note 3. Deposits and Investments
(continued)

Component Units
The component units follow the applicable investing criteria

The component units’ exposure to interest rate risk is

described above for the primary government. presented below:
Maturity Period
Total Less than More than
Fair Value 3 Months 4 - 12 Months 1-5 Years 6 - 10 Years 10 Years
Corporate Debt $ 29,308,912 § —_ $ 15,152,519 $ 11,205,429 $ 2,694,631 $ 256,333
Money Market Mutual Funds 12,732,388 11,271,159 —_— —_ —_ 1,461,229
Mortgage-backed Securities
Commercial 9,879,061 903,417 — 2,032,729 1,107,996 5,834,919
Municipal Bonds 12,182,838 5,926,516 — 6,256,322 —_ —
Mutual Bond Fund* 19,883,393 — — 19,883,393 —_ —
Repurchase Agreements 224,659,870 — —_ 224,659,870 — —_
U. S. Agency Obligations 152,900,996 67,952,795 13,234,476 45,895,248 8,095,779 17,722,698
U. S. Treasury Obligations 281,376,129 35,055,264 39,352,001 88,304,411 78,885,842 39,778,611
$ 742,923,587 $ 121,109,151 § 67,738,996 $ 398,237,402 $ 90,784,248 $

Equity Securities

Domestic 47,045,816

International 11,090,289
Futures and Hedge Funds 769,866
Joint Venture 1,449,069
Mutual Funds - Equity

Domestic 9,582,698

International 1,428,138
Real Estate Investment

Trusts 6,328,010
Venture Capital 7,559,579

s 828177052

65,053,790

* At June 30, 2005, the mutual bond fund had a weighted average maturity of 4.49 years.

Credit Quality Risk
Credit quality risk is the risk that an issuer or other
counterparty to an investment will not fulfill its obligations.

Primary Government (Other than Pension Trust Funds)
The State’s investment policies include the following
investing restrictions to manage credit quality risk:

1) Repurchase agreements and reverse repurchase
agreements may be transacted only with authorized
dealers and banks of a certain size with other
restrictions requiring approval of the Director of OTFS.

2) Commercial paper issued by domestic corporations

 carrying ratings no lower than P-1 by Moody’s

Investors Service and A-1 by Standard & Poor’s
Corporation.

3) Prime bankers acceptances must carry the highest rating
assigned to such investments by a nationally recognized
rating agency.

4) Obligations issued by this State or its agencies or other
political subdivisions of this State, if meeting statutory
requirements, may be approved for investment by the
Director.

5) Obligations of domestic corporations must be rated
investment grade or higher by a nationally recognized
rating agency.
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Note 3. Deposits and Investments

(continued)

6) Direct obligations of the government of any foreign

7) Such other limitations as determined by the Director

country and obligations issued, assumed or guaranteed
by the International Bank for Reconstruction and
Development or the International Financial Corporation
must be rated A or higher by a nationally recognized

rating agency.

necessary for the preservation of principal, liquidity, or
marketability of any of the State’s portfolios.

The exposure of the primary government’s debt securities to
credit quality risk is indicated below:

Total Not
Fair Value AAA AA A BAA BA BBB Rated

Commercial Paper $ 47,691,680 $ 45,027,643 $ —_$ 591,898 $ —3$ — 3 — 3 2,072,139
Corporate Debt

Domestic 74,764,751 10,110,923 23,674,870 38,669,800 1,184,570 565,872 10,994 547,722

International 5,000,000 —_ —_ 5,000,000 —_ —_ —_
Mortgage-backed

Securities

Commercial 39,327,796 39,327,796 —_ —_ —_ _ —_ _
Municipal Bonds 2,170,058 2,068,844 101,214 _— _ —_— —_ —_
Mutual Funds - Debt 45,882,876 —_ —_— -— _— —_— —_ 45,882,876
Repurchase Agreements 4,036,113,090 4,030,437,507 —_ —_ —_ —_ — 5,675,583
U. S. Agency Obligations 4,401,253,.217 4,326,895,991 — — — — —_ 74,357,226

$ _ 8652,203,468 $ __ 8,453,868,704 $ _ 23,776,084 § _ 44,261,698 8 _ 1,184,570 565,872 $ 10994 $ _ 128,535,546

Pension Trust Funds Note 1. The Boards of individual funds may elect to

The credit quality risk of pension trust funds is managed by
restricting investments to those authorized by the Public
Retirement System Investment Authority Law described in

implement more restrictive policies. The pension trust
funds’ debt securities exposure to credit quality risk is
indicated below:

Mortgage-
Corporate Debt Backed
Total Commercial Inter- Securities Municipal Repurchase U. S. Agency
Credit Rating Fair Value Paper Domestic national Commercial Bonds Agreements Obligations
AAA $  7,111,719,367 $ 11,313,549 §  2,061,499,209 $ -$ 14,686,620 $ 597,575 $ — $ 5,023,622,414
AA 1,513,942,978 741,446 1,513,047,034 - —_— 154,498 [ —_
A 947,337,671 795,308 37,672,492 - —_— 121,871 908,748,000 —_
BAA 57,758,303 423,899 40,505,007 204,321 16,625,076 —_ —_ —_
BA 2,665,688 —_ 2,665,688 - — —_— —_— —_
BBB 503,265 — 503,265 - —_ —_ —_ —_
B 349,624 —_— 349,624 - —_— — —_— _—
Not Rated 50,072,078 658,048 5,187,646 - 14,529,766 —_— —_— 29,696,618
$ 9,684,348974 $ 13,932,250 $  3,661,429,965 $ 204,321 $ 45,841,462 $ 873,944 $ 908,748,000 $  5,053,319,032
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(continued)

Component Units
The component units follow the applicable investing criteria
described above for the primary government. The exposure

of the component units’ debt securities to credit quality risk
is indicated below:

Total Not
Fair Value AAA AA A BBB BB b Rated

Corporate Debt $ 29,308,912 $ 2,474,269 $ 7,041,663 $ 8325499 $§ 9,582,771 § 1,884,710 $ — 3 —_
Money Market

Mutual Funds 12,732,388 289,248 1,461,229 —_ —_— —_— —_ 10,981,911
Mortgage-backed

Securities

Commercial 9,879,061 8,975,643 —_— —_ — —_ —_— 903,418
Municipal Bonds 12,182,838 12,182,838 —_— — —_— — — —_—
Mutual Bond Fund 19,883,393 —_ —_ —_— —_ —_ —_ 19,883,393
Repurchase Agreements 224,659,870 224,659,870 —_ —_ —_— —_— —_— —_—
U. S. Agency Obligations 147,534,220 87,164,581 —_ T — P 1,564,675 58,804,964

$ 456,180,682 $ 335,746,449 $ 8,502,892 $ 8,325,499 $ 9,582,771 $ 1,884,710 $ 1,564,675 $

Custodial Credit Risk — Investments

As indicated above; custodial credit risk is the risk that, in
the event of a bank failure, the State’s investments may not
be recovered.

Primary Government (Other than Pension Trust Funds)
The State’s investment policies include the following
restrictions to manage custodial credit risk for investments:

1) Repurchase agreements must be collateralized by
obligations of the United States and its subsidiary
corporations and instrumentalities or entities sanctioned
or authorized by the United States government having a
market value of at least 102% of the investment.
Collateral must be held by a third party custodian
approved by the Director of OTFS and marked-to-
market daily.

~ 2) All CD’s must be secured by collateral permitted by
- statute. Surety bonds acceptable as security for CD’s
shall require approval by the State Depository Board
with such credit constraints or limitations it determines.
Pledged securities shall be marked-to-market at least
monthly with depositories required to initially pledge to
OTFS, and thereafter maintain upon notification of any
shortfall, collateral having a market value equal to 110

% of CD’s.

At June 30, 2005, the State’s investments were held by the
State or in the State’s name by the State’s custodial banks.

Component Units

The component units follow the applicable investing criteria
described above for the primary government. At June 30,
2005, $282,314,856 of the component units’ investments
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90,573,686

were uninsured, unregistered and held by the counterparty or
the counterparty’s trust department, but not in the State’s
name.

Concentration of Credit Risk
Concentration of credit risk is the risk of loss attributed to
the magnitude of the State’s investment in a single issuer.

Primary Government (Other than Pension Trust Funds)
The State does not have a formally adopted policy for
managing concentration of credit risk. At June 30, 2005,
more than 5 percent of the primary government’s total
investments were investments in securities of U. S. agencies
not explicitly guaranteed by the U. S. government. These
investments represented approximately 75.9 percent of total
investments.

Pension Trust Funds

The concentration of credit risk policy of pension trust funds
limits investments to no more than 5% of total net assets in
any one corporation. At June 30, 2005, more than 5 percent
of the pension trust fund’s total investments were
investments in securities of U. S. agencies not explicitly
guaranteed by the U. S. government. These investments
represented approximately 8.3 percent of total investments.

Component Units

The component units follow the applicable investing criteria
described above for the primary government. At June 30,
2005, more than 5 percent of the component units’ total
investments were investments in securities of U. S. Agencies
not explicitly guaranteed by the U. S. government. These
investments represented approximately 44.9 percent of total
investments.
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Note 3. Deposits and Investments
(continued)

C. Investments Lending Program

The State is presently involved in securities lending
programs with major brokerage firms. The State lends
equity and fixed income securities for varying terms and
receives a fee based on the loaned securities’ value. During
a loan, the State continues to receive dividends and interest
as the owner of the loaned securities.

Primary Government

In the primary government’s securities lending agreement,
securities are transferred to an independent broker in
exchange for collateral in the form of cash and/or securities
issued by the U. S. Treasury or its agencies. The collateral
value must be equal to at least 100% to 102% of the loaned
securities value, depending on the type of collateral security.

Securities loaned totaled $473,308,557 at June 30, 2005,
and the collateral value was equal to 102%. The loaned
securities are in the accompanying note disclosures based on
the custodial arrangements for the collateral securities.
Loaned securities are included in the accompanying
Statement of Net Assets since the State maintains ownership.
The related collateral securities are not recorded as assets on
the Statement of Net Assets, and a corresponding liability is
not recorded, since the State does not pledge or trade the
collateral securities.
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Pension Trust Funds

In the pension trust funds securities lending agreements, the
brokerage firms pledge collateral securities consisting of
U. S. Government and agency securities, mortgage-backed
securities issued by a U. S. Government agency, and U. S.
corporate bonds. The collateral value must be equal to at
least 102% to 110% of the loaned securities value,
depending on the type of collateral security.

Securities loaned totaled $22,336,971,014 at June 30, 2005,
and the collateral value was equal to 105.1%. The loaned
securities are in the accompanying note disclosures based on
the custodial arrangements for the collateral securities.
Loaned securities are included in the accompanying
Statement of Net Assets since the State maintains ownership.
The related collateral securities are not recorded as assets on
the Statement of Net Assets, and a corresponding liability is
not recorded, since the State does not pledge or trade the
collateral securities.
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Note 3. Deposits and Investments
(continued)

D. Investment Pools

Separate reports on the State’s external investment pools are not issued. Condensed financial statements, inclusive of external and
internal participants for the fiscal year ended June 30, 2005, and related risk disclosures for investments are as follows:

Georgia Fund 1

The Primary Liquidity portfolio is a stable net asset value investment pool that follows Standard and Poor’s criteria for AAAm
rated money market funds. The pool is not registered with the Securities and Exchange Commission (SEC) as an investment
company, but does operate in a manner consistent with the SEC’s Rule 2a7 of the Investment Company Act of 1940.

Georgia Fund 1 Georgia Fund 1
Statement of Net Assets Statement of Changes in Net Assets
June 30, 2005 For the Fiscal Year Ended June 30, 2005
Assets Additions
Pool Participant Deposits $ 22,714,114,153
Cash and Cash Equivalents $ 5,581,176,849
Investment Income 139,110,746
Investments 1,365,860,074
Less: Investment Expense (1,453,341)
Net Assets $ 6,947,036,923 Total Additions $ 22,851,771,558
Deductions
Pool Participant Withdrawals 22,196,343,595
Distribution of Net Assets Net Increase $ 655,427,963
External Participant Account Balances $ 3,238,248,943 Net Assets
Internal Participant Account Balances 3,708,787,980 July 1, 2004 6,291,608,960
$ 6,947,036,923 June 30, 2005 $ 6,947,036,923

Deposits

Because the State does not maintain separate bank accounts for Georgia Fund 1, separate custodial credit risk disclosures for the
Fund’s deposits cannot be presented. The carrying amount of the Fund’s deposits as of June 30, 2005, was $189,599,488. This
amount is included in the deposit disclosures of the Primary Government.

Investments

Georgia Fund 1 follows applicable investing criteria and investment risk management policies described above for the primary
government. In addition, fund managers restrict investments of the Fund in order to maintain the Standard and Poor’s AAAm
rating.
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(continued)

D. Investment Pools
Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment.
The Fund’s investments are presented below:

Maturity Period
Total Less than Range
Fair Value 3 months of Yields
Repurchase Agreements $ 3,702,261,112 $ 3,702,261,112 3.00-345
U. S. Agency Obligations 3,055,176,323 3,055,176,323 2.98 -3.33

$ 6,757,437,435 $ 6,757,437,435

Credit Quality Risk
Credit quality risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. At June 20, 2005,
all applicable investments of the Fund were rated AAA.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the State’s investment in a single issuer. At June 30,
2005, more than 5 percent of the Fund’s total investments were investments in securities of U. S. agencies not explicitly guaranteed
by the U. S. government. These investments represented approximately 97.2 percent of total investments.
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Note 3. Deposits and Investments
(continued)

D. Investment Pools

Georgia Extended Asset Pool
The Extended Term Portfolio is a variable net asset value investment pool that follows Standard and Poor’s criteria for AAAf
money market rated funds. The pool is not registered with the SEC as an investment company.

Georgia Extended Asset Pool Georgia Extended Asset Pool
Statement of Net Assets Statement of Changes in Net Assets
June 30, 2005 For the Fiscal Year Ended June 30, 2005
Assets Additions
Pool Participant Deposits $ 57,300,989
Cash and Cash Equivalents $ 341,047,954
Investment Income 33,162,214
Investments 689,156,273
Total Additions $ 90,463,203
Net Assets $ 1,030,204,227 Deductions
Pool Participant Withdrawals 428,650,436
Distribution of Net Assets Net Decrease $ (338,187,233)
External Participant Account Balances $ 462,839,127 Net Assets
Internal Participant Account Balances 567,365,100 July 1, 2004 1,368,391,460
$ 1,030,204,227 June 30, 2005 $ 1,030,204,227

Deposits
Because the State does not maintain separate bank accounts for Georgia Extended Asset Pool, separate custodial credit risk

disclosures for the Pool’s deposits cannot be presented. The carrying amount of the Pool’s deposits as of June 30, 2005, was
$127,073,002. This amount is included in the deposit disclosures of the Primary Government.

Investments

Georgia Extended Asset Pool follows applicable investing criteria and investment risk management policies described above for

the primary government. In addition, the fund managers restrict investments of the Fund in order to maintain the Standard and
Poor’s AAAf rating.
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Note 3. Deposits and Investments
(continued)

D. Investment Pools

Interest Rate Risk

Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment.
The Pool’s investments are presented below:

Range
Maturity Period of Yields
Total Less than
Fair Value 3 months 4 - 12 months 1-5 Years
Repurchase Agreements $ 213,974,952 § 213,974,952 $ — $ —_ 3.00-345
U. S. Agency Obligations 610,037,513 99,494,563 105,549,406 404,993,544 1.63-443
U. S. Treasury Obligations 79,118,760 —_ 79,118,760 —_ 1.66 - 1.74

$ 903,131,225 $ 313,469,515 $ 184,668,166 $ 404,993,544

Credit Quality Risk
Credit quality risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. At June 30, 2005,
the Pool’s applicable repurchase agreements and U. S. Agency Obligations were rated AAA.

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the State’s investment in a single issuer. At June 30,
2005, more than 5 percent of the Pool’s total investments were investments in securities of U. S. agencies not explicitly guaranteed
by the U. S. government. These investments represented approximately 91.2 percent of total investments.
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(continued)

D. Investment Pools

Regents Investment Pool

The Regents Investment Pool is not registered with the SEC as an investment company.

Regents Investment Pool
Statement of Net Assets
June 30, 2005

Assets

Cash and Cash Equivalents ) $
Investments

Interest Receivable

Net Assets $

Distribution of Net Assets
External Participant Account Balances $

Internal Participant Account Balances

Deposits

10,703,991
157,445,070

161,914

168,310,975

30,345,328

137,965,647

168,310,975

Regents Investment Pool
Statement of Changes in Net Assets

For the Fiscal Year Ended June 30, 2005

Additions
Investment Income
Interest
Fair Value Decreases
Less: Investment Expense
Total Additions
Deductions
Pool Participant Withdrawals
Capital Transactions
Total Deductions
Net Increase
Net Assets
July 1, 2004

June 30, 2005

4,674,812
(945,372)
(434,303)

3,295,137

13,131,964

(13,609,344)

(477,380)

3,772,517

164,538,458

168,310,975

Because the State does not maintain separate bank accounts for Regents Investment Pool, separate custodial credit risk disclosures

for the Pool’s deposits cannot be presented. The carrying amount of the Pool’s deposits as of June 30, 2005, was $243,396. This
amount is included in the deposit disclosures of the Primary Government.

Investments

The Regents Investment Pool policy guidelines indicate that all investments must be consistent with donor intent, Board of Regents
policy and applicable federal and state law. The individual funds of the Pool provide various restrictions on the types of

investments allowed.
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D. Investment Pools

Interest Rate Risk
Interest rate risk is the risk that changes in interest rates of debt investments will adversely affect the fair value of an investment.
The Pool’s Funds’ policy guidelines restrict average maturities of their holdings. The Pool’s investments are presented below:

Maturity Period
Total Less than More than
Fair Value 1 Year 1-5 Years 6 - 10 Years 10 Years
Municipal Obligations $ 1,200,000 $ 1,200,000 $ -— 3 — 3 —_—
Mutual Bond Fund 33,019,308 — 33,019,308 —_ _
Repurchase Agreements 2,423,000 2,423,000 —_ — —_
U. S. Agency Obligations 58,352,758 23,141,916 35,210,842 —_ —
U. S. Treasury Obligations 13,309,872 — 12,386,424 253,408 670,040
$ 108,304,938 $ 26,764,916 $ 80,616,574 $ 253,408 $ 670,040
Equity Securities
Domestic 46,441,904
Mutual Funds - Equity 9,908,054
Real Estate Investment
Trusts 3,412,683
$ 168,067,579
Credit Quality Risk

Credit quality risk is the risk that an issuer or other counterparty to an investment will not fulfill its obligations. The Pool’s Funds’
policy guidelines require that holdings, except for those of the Diversified Fund be investment grade with ratings of at least BAA
by Moody’s and Standard & Poor’s at the time of purchase. The Diversified Fund is permitted to invest in noninvestment grade
debt issues up to a limit of 15% of the entire fund. The exposure of the Regents Investment Pool’s debt securities to credit quality
risk is indicated below:

Total Credit Rating
Fair Value AAA Not Rated
Municipal Obligations $ 1,200,000 $ 1,200,000 $ -
Mutual Bond Fund 33,019,308 - 33,019,308
Repurchase Agreements 2,423,000 2,423,000 -
U. S. Agency Obligations 58,352,758 10,607,094 47,745,664
$ 94,995,066 $ 14,230,094 $ 80,764,972

Custodial Credit Risk — Investments

As indicated above, custodial credit risk is the risk that, in the event of a bank failure, the State’s investments may not be
recovered. The Regents Investment Pool’s policy for managing custodial credit risk is to 1) appoint a federally regulated banking
institution as custodian, 2) require that all securities transactions be settled on a delivery vs. payment basis through an approved
depository institution such as the Depository Trust Company or the Federal Reserve, and 3) require that repurchase agreements be
collateralized by U. S. Treasury securities at 102% of the market value of the investment at all times. At June 30, 2005,
$168,067,579 of the Regents Investment Pool’s holdings were uninsured and held by the custodian bank or a depository
institution, but not in the State’s name.
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D. Investment Pools

Concentration of Credit Risk

Concentration of credit risk is the risk of loss attributed to the magnitude of the State’s investment in a single issuer. The Regents
Investment Pool’s policy for managing concentration of credit risk is to diversify to the extent that any single issuer (other than
U. S. government obligations) shall be limited to 5% of the market value in a particular Pool Fund. At June 30, 2005, more than 5
percent of the Pool’s total investments were investments in securities of U. S. agencies not explicitly guaranteed by the U. S.
government. These investments represented approximately 34.0 percent of total investments.
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Receivables at June 30, 2005, consisted of the following:

Allowance Allowance Allowance
Gross For For Possible For Service Deferred Net Total
Receivables Uncollectibles Loan Losses Repayments Loan Fees Receivables
Governmental Activities:
General Fund $ 3,248,219,194 § (29,858,647) $ - 3 - 3 — $ 3218360547
Nonmajor Governmental 1,229,758 — — — _ 1,229,758
Total Governmental Funds $ 3249448952 § (29,858,647) $ - s I } — $  3,219.590,305
Internal Service Funds 9,398,903 (239,000) - - - 9,159,903
Long-Term Lease Receivable 2,437,175 - - - - 2,437,175
Receivables from Fiduciary Funds 1,799,000 — — — — 1,799,000
Total Governmental Activities $ 3,263,084,030_$ (30,097,647) $ - 3 - 3 - 3,232,986,383
Business-type Activities:
Higher Education Fund $ 251,334,577 § (12,465,712) $ - 3 - - 3 238,868,865
State Employees' Health Benefit Plan 39,343,163 (4,157,556) - - - 35,185,607
Unemployment Compensation Fund 175,686,303 (25,518,071) - - - 150,168,232
Georgia Technology Authority 5,330,220 - - - - 5.330,220
Internal Service Funds 6,286 - - - - 6,286
Receivables from Fiduciary Funds 10 — — — — 10
Total Business-type Activities $ 471,700,559 _$ (42,141,339 $ il | - ) 429,559,220
Component Units $ 2,505,620,325_$ (7.967,356) $ (2,023,753) $ (47,399,309) $ (225217) $ __2,448.,004.690
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Primary Government

Capital asset activity for the year ended June 30, 2005, was as follows:

Retroactive
Restatement
Balance of Prior Balance
July 1, 2004 Year Balances Increases Decreases June 30, 2005
Governmental Activities:
Capital Assets Not Being Depreciated:

Land $ 416,058,860 $ 1,074,650,756 $ 66,213,818 $ (6,929,654) $ 1,549,993,780
Works of Art and Collections 6,312,608 (4,997,233) —_ —_ 1,315,375
Construction in Progress 2,158,111,336 338,722,958 258,158,898 (215,187,435) 2,539,805,757

Total capital assets, not being depreciated $

2,580,482,804 §

1,408,376,481 $

324,372,716 $

(222,117,089) $

4,091,114,912

Capital Assets Being Depreciated:

Infrastructure $ 16,009,878,617 $ (11,594,444) $ 215,187,435 § — 8 16,213,471,608
Buildings 2,601,635,165 (92,068,141) 102,847,656 (3,917,582) 2,608,497,098
Improvements Other Than Buildings 59,625,193 6,813,881 4,521,980 —_ 70,961,054
Machinery and Equipment 703,599,776 1,085,019 64,291,107 (59,523,326) 709,452,576
Software 67,604,488 (6,182,085) 21,363,891 —_ 82,786,294
Library Collections 3,200,000 — — —_ 3,200,000
Works of Art and Collections —_ 620,019 —— — 620,019
Total Capital Assets Being Depreciated $ 19,445,543239 $ (101,325,751) $§ 408,212,069 $ (63,440,908) $ 19,688,988,649
Less Accumulated Depreciation For:
Infrastructure $ (5,878,457,236) $ — $ (909,526,986) $ — 3 (6,787,984,222)
Buildings (802,093,155) (35,407,159) (115,601,322) 32,680,168 (920,421,468)
Improvements Other Than Buildings (24,707,632) (2,637,351) (2,688,490) —_ (30,033,473)
Machinery and Equipment (456,247,392) (710,508) (48,506,762) 42,454,860 (463,009,802)
Software (47,667,682) 5,230,995 (10,292,651) —_ (52,729,338)
Library Collections (3,200,000) —_ —_ —_ (3,200,000)
Works of Art and Collections — (62,000) (20,667) —_ (82,667)
Total Accumulated Depreciation $ (7,212,373,097) $ (33,586,023) $  (1,086,636,878) $ 75,135,028 $ (8,257,460,970)
Total Capital Assets Being Depreciated, Net  $ 12,233,170,142 § (134911,774) $ (678,424,809) $ 11,694,120 $ 11,431,527,679

Governmental activities capital assets, net $

14,813,652,946 §

1,273,464,707 §

(354,052,093) $

(210,422,969) $

15,522,642,591
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Note 5. Capital Assets (continued)

Primary Government (continued)

Retroactive
Restatement
Balance of Prior Balance
July 1, 2004 Year Balances Increases Decreases June 30, 2005
Business-type Activities:

Capital Assets Not Being Depreciated:

Land $ 162,155,934 3,067,442 $ 28,863,435 $ (365,000) $ 193,721,811

Works of Art and Collections 15,728,854 (75,006) 567,880 —_ 16,221,728

Construction in Progress 180,891,211 — 99,640,642 (140,808,628) 139,723,225
Total capital assets, not being depreciated $ 358,775,999 2,992436 $ 129,071,957 $ (141,173,628) $ 349,666,764
Capital Assets Being Depreciated:

Infrastructure $ 130,700,231 108,046,394 $ 14,595,636 $ (1,276,421) $ 252,065,840

Buildings 4,277,996,292 (70,517,670) 613,087,111 (35,188,579) 4,785,377,154

Improvements Other Than Buildings 240,675,083 5,457,441 16,678,995 (1,885,398) 260,926,121

Machinery and Equipment 1,254,064,991 6,933,009 167,893,979 (70,295,578) 1,358,596,401

Software 39,328,938 — 2,600,697 — 41,929,635

Library Collections 556,922,308 (11,214,358) 33,019,741 (2,438,491) 576,289,200

Works of Art and Collections 1,351,505 75,006 41,513 (10,750) 1,457,274
Total Capital Assets Being Depreciated $ 6,501,039,348 38,779,822 $ 847,917,672 $ (111,095,217) $ 7,276,641,625
Less Accumulated Depreciation For:

Infrastructure $ (45,160,732) $ (556,585) $ (3,766,844) $ 1,151,424 § (48,332,737)

Buildings (1,204,409,262) (7,661,737) (111,725,718) 14,093,308 (1,309,703,409)

Improvements Other Than Buildings (91,720,576) (218,285) (7,938,857) 1,391,754 (98,485,964)

Machinery and Equipment (744,895,369) (2,099,302) (112,159,412) 54,091,899 (805,062,184)

Software (33,063,632) — (2,798,605) — (35,862,237)

Library Collections (408,593,598) (565,911) (26,743,558) 2,296,332 (433,606,735)

Works of Art and Collections (631,085) 27,945 (28,541) 922 (630,759)
Total Accumulated Depreciation $  (2,528,474,254) $ (265,161,535) $ 73,025,639 $§  (2,731,684,025)

Total Capital Assets Being Depreciated, Net  $

3,972,565,094 $

(11,073,875) $

27,705,947 $

582,756,137 $

(38,069,578) $

4,544,957,600

Business-type activities capital assets, net §

4,331,341,093 §

30,698,383 §

711,828,094 §

(179,243,206) $

4,894,624,364
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Note 5. Capital Assets (continued)

Primary Government (continued)

General government

Education

Health and Welfare

Transportation

Public Safety

Economic Development

Culture and Recreation

Conservation

Internal Service Funds
(Depreciation on capital assets held by the state's
internal service funds are charged to the various
functions based on their usage of the assets)

Depreciation Expense - Governmental Activities

Component Units

Capital Assets Not Being Depreciated:
Land $
Works of Art and Collections
Construction in Progress
Total Capital Assets, Not Being Depreciated  $

Capital Assets Being Deprecated:
Infrastructure $
Buildings
Improvements Other Than Buildings
Machinery and Equipment
Software
Total Capital Assets Being Depreciated $

Less Accumulated Depreciation For:
Infrastructure $
Buildings
Improvements Other Than Buildings
Machinery and Equipment
Software
Total Accumulated Depreciation $

Capital Assets, Net (GASB presentation) $

$

8,019,482
16,941,007
15,955,273

924,724,883
81,293,726
17,084,064

6,490,468

3,751,349

12,376,626

$

1,086,636,878

Capital asset activity for the year ended June 30, 2005, was as follows:

Current period depreciation expense was charged to functions of the primary government as follows:

Retroactive
Restatement
Balance of Prior Balance

July 1, 2004 Year Balances Increases Decreases June 30, 2005
214,956,123 $ 24,166,974 $ 7,383,619 $ (585,200) $ 245,921,516
201,048 —_ —_ — 201,048
84,488,222 (17,032,469) 38,891,482 (18,673,349) 87,673,886
299,645,393 $ 7,134,505 $ 46,275,101 $ (19,258,549) $ 333,796,450
153,963,387 $ —_ $ 309,000 $ — $ 154,272,387
843,599,462 64,588,683 15,214,330 (150,787) 923,251,688
230,420,912 11,292,846 6,771,395 (405,385) 248,079,768
462,272,694 993,861 35,358,276 (10,630,796) 487,994,035
1,072,714 _ 49,715 —_ 1,122,429
1,691,329,169 $ 76,875,390 $ 57,702,716 $ (11,186,968) $ 1,814,720,307
(65,478,890) $ — $ (3,603,822) $ —_ $ (69,082,712)
(224,467,984) (31,032,536) (25,354,862) 113,854 (280,741,528)
(87,881,921) (19,366) (8,035,518) 264,000 (95,672,805)
(310,493,721) 3,568,932 (40,944,307) 9,308,181 (338,560,915)
— — (57,119) — (57,119)
(688,322,516) $ (27,482,970) $ (77,995,628) $ 9,686,035 $ (784,115,079)

1,302,652,046 $

56,526,925 $

25,982,189 $

(20,759,482) $

1,364,401,678
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Note 5. Capital Assets (continued)

Component Units (continued)

Certain higher education foundations and other similar organizations utilize FASB standards; therefore, only the June 30, 2005,
balances are available as follows:

Capital Assets Not Being Depreciated:

Land $ 26,193,139
Construction in Progress 89,664,768
Total Capital Assets, Not Being Depreciated $ 115,857,907

Capital Assets Being Depreciated:

Buildings $ 355,636,780
Machinery and Equipment 19,108,481

Total Capital Assets Being Depreciated $ 374,745,261
Less: Accumulated Depreciation $ (28,109,029)
Capital Assets, Net (FASB presentation) $ 462,494,139
Total Capital Assets, Net - All Component Units $ 1,826,895,817
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Note 6. Risk Management

A. Public Entity Risk Pool

The Department of Community Health administers the
State’s Health Benefit Plan for the State. Participants
include State agencies, component units, participating
county governments and local educational agencies. This
plan is funded by participating employer and employee
contributions and appropriations from the Georgia General
Assembly. The Department of Community Health has
contracted with Blue Cross Blue Shield of Georgia as the
claims processing agent for the State Employees’ Health
Benefit Plan.

A reconciliation of total claims liabilities for fiscal years
ended June 30, 2005, and 2004, is shown below:

Fiscal Fiscal
Year Ended Year Ended
June 30, 2005 June 30, 2004
Unpaid Claims and Claim
Adjustments July 1 $ 166,044,491 $ 173,783,922

Incurred Claims and Claims
Adjustment Expenses -
Provisions for Insured Events of
the Current Year 1,487,907,145 1,330,155,729
Payments - Claims and Claim

Adjustment Expenses

Attributable to Insured Events of

the Current Year and of Prior

Years (1,478,374,396) (1,337,895,160)
Unpaid Claims and Claim
Adjustments June 30 $ 175,577,240 _$

166,044,491
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B. Board of Regents Employee Health
Benefits Plan

The Board of Regents of the University System of Georgia
maintains a program of health benefits for its employees and
retirees. This plan is funded jointly through premiums paid
by participants covered under the plan and employer
contributions paid by the Board of Regents and its
organizational units. All units of the University System of
Georgia share the risk of loss for claims of the plan.

The Board of Regents has contracted with Blue Cross Blue
Shield to process all claims in accordance with medical
coverage guidelines as established by the Board of Regents.

A reconciliation of total claims liabilities for fiscal years
ended June 30, 2005, and 2004, is shown below:

Fiscal Fiscal

Year Ended Year Ended

June 30, 2005 June 30, 2004
Unpaid Claims and Claim
Adjustments July 1 $ 26,506,140 $ 20,556,348
Incurred Claims and Claims
Adjustment Expenses -
Provisions for Insured Events of
the Current Year 226,706,590 221,832,435
Payments - Claims and Claim
Adjustment Expenses
Attributable to Insured Events of
the Current Year and of Prior
Years (225,629,676) (215,882 643)
Unpaid Claims and Claim
Adjustments June 30 $ 27,583,054 $ 26,506,140
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Note 6. Risk Management (continued)

C. Other Risk Management

The Department of Administrative Services (DOAS) has the
responsibility for the State of Georgia of making and
carrying out decisions that will minimize the adverse effects
of accidental losses that involve State government assets.
The State believes it is more economical to manage its risks
internally and set aside assets for claim settlement.
Accordingly, DOAS services claims for risk of loss to
which the State is exposed, including general liability,
property and casualty, workers’ compensation,
unemployment compensation, and law enforcement
officers’ indemnification. Limited amounts of commercial
insurance are purchased applicable to property, employee
and automobile liability, fidelity and certain other risks.
Premiums for the risk management program are charged to
the State agencies by DOAS to provide claims servicing and
claims payment.

A reconciliation of total claims liabilities for fiscal years
ended June 30, 2005, and 2004, is shown below:

Fiscal Fiscal

Year Ended Year Ended

June 30, 2005 June 30, 2004
Unpaid Claims and Claim
Adjustments July 1 $ 381,993,897 $ 356,918,338
Incurred Claims and Claims
Adjustment Expenses -
Provisions for Insured Events of
the Current Year 118,760,009 131,539,668
Payments - Claims and Claim
Adjustment Expenses
Attributable to Insured Events of
the Current Year and of Prior
Years (112,364,601) (106,464,109)
Unpaid Claims and Claim
Adjustments June 30 $ 388,389,305 _$

381,993,897
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Note 7. Construction and Other
Significant Commitments

Primary Government

The Georgia State Financing and Investment Commission
has entered into agreements with various State departments
and agencies for the expenditure of bond sale proceeds and
cash supplements (provided by the department or agency
involved) to acquire and construct capital projects. At
June 30, 2005, the undisbursed balance remaining on these
agreements was $808,260,326.

At June 30, 2005, the Department of Transportation had
contractual commitments of $2,871,185,561 for
construction of various highway projects. Funding of these
future expenditures is expected to be provided from federal
grants, motor fuel tax funds and general obligation bond
proceeds.

Note 8. Operating Leases

A. Lessee

The State leases land, office facilities, office and computer
equipment, and other assets. These leases are considered for
accounting purposes to be operating leases. Although lease
terms vary, many leases are subject to appropriation from
the General Assembly to continue the obligation. Other
leases generally contain provisions that, at the expiration
date of the original term of the lease, the State has the option
of renewing the lease on a year-to-year basis. Certain
governmental organizations within the State’s reporting
entity do not maintain adequate systems for recording lease
commitments in accordance with GAAP.

Total lease payments for the State’s governmental activities,
business-type activities, and component units were
$90,609,707,$27,119,148, and $5,745,535, respectively, for
the year ended June 30, 2005. Future minimum
commitments for operating leases as of June 30, 2005, are
listed below. Amounts are included for renewable leases for
which the option to renew for the subsequent fiscal year has
been exercised.
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Note 8. Operating Leases (continued)

Governmental Business-Type Component
Activities Activities Units
Fiscal Year Ended June 30

2006 $ 73,882,773 $ 31,331,337 § 5,066,500

2007 45,614,435 14,124,808 4,328,772

2008 42,035,487 11,532,354 3,592,869

2009 38,467,596 9,963,600 2,740,014

2010 35,185,484 8,372,036 2,366,206

2011-2015 120,590,226 23,284,482 9,164,940
2016-2020 39,059,927 14,600,993 -
2021-2025 20,603,851 15,445,294 -
2026-2030 41,940 14,829,996 -
2031-2035 41,940 - -
2036-2040 41,940 - -
2041-2045 41,940 - -
2046-2050 41,940 - -
2051-2055 41,940 - -
2056-2060 41,940 - -
2061-2065 21,275 — —

$ 415,754,634 $ 143,484,900 § 27,259,301

Less: Sublease Revenues — —_ (2,210,000)

Total Minimum Commitments $ 415,754,634 $ 143,484,900 $ 25,049,301
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Note 8. Operating Leases (continued)

B. Lessor

The State leases certain of its facilities for use by others for governmental activities and component units were
terms varying from 1 to 65 years, with the majority of leases $7,693,459, and $13,140,896, respectively for the year
controlled by the State Properties Commission. These leases ended June 30,2005. Minimum future revenues and rentals
are accounted for as operating leases; revenues for services to be received under operating leases as of June 30, 2005,
provided and for use of facilities are recorded when earned. are as follows:

Total revenues from rental of facilities for the State’s

Governmental Component
Activities Units
Fiscal Year Ended June 30

2006 $ 8,219,711 § 12,780,168
2007 8,353,525 12,001,436
2008 8,165,322 10,165,549
2009 8,041,789 8,299,246
2010 8,012,751 7,756,783
2011-2015 41,470,355 33,702,169
2016-2020 40,457,051 25,929,291
2021-2025 7,185,261 18,404,041
2026-2030 7,533,327 14,764,974
2031-2035 7,361,692 15,355,542
2036-2040 8,231,257 15,876,170
2041-2045 7,871,430 16,987,502
2046-2050 3,065,933 " 14,541,302

2051-2055 3,120,000 -

2056-2060 3,220,000 -

2061-2065 3,320,000 -

2066-2070 3,420,000 -

2071-2075 696,000 —
Total Minimum Commitments $ 177,745,404 $ 206,564,173
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Note 9. Capital Leases

The State acquires certain property and equipment through
multi-year capital leases with varying terms and options.
The majority of these agreements contain fiscal funding
clauses in accordance with OCGA 50-5-64 which prohibits
the creation of a debt to the State of Georgia for the
payment of any sums under such agreements beyond the
fiscal year of execution if appropriated funds are not
available. If renewal of such agreements is reasonably
assured, however, capital leases requiring appropriation by
the General Assembly are considered noncancellable for
financial reporting purposes.

As noted in the Summary of Significant Accounting Policies
(Note 1F), capital lease transactions of governmental
activities have not been consistently recorded in conformity
with GAAP. Capital assets in prior years have not been
recorded at the net present value of the minimum payments
nor has the long-term liability applicable to capital leases
been consistently recorded. Also, the State does not
consistently record expenditures and other financing sources
in the governmental funds when capitalized leases are
entered into as required by GAAP. At June 30, 2005, future
commitments under capital leases were as follows:

Governmental Business-Type Component
Activities Activities Units
Fiscal Year Ended June 30

2006 $ 1,273,554 $ 57,030,070 $ 2,619,600
2007 1,075,198 56,261,049 2,491,312
2008 927,856 55,605,531 1,978,852
2009 560,222 54,949,057 1,802,923
2010 398,192 53,293,066 1,509,048
2011-2015 1,127,705 259,486,462 6,052,541
2016-2020 - 266,515,297 2,988,225

2021-2025 - 238,233,909 -

2026-2030 - 176,126,598 -

2031-2035 - 60,217,090 _
Total Capital Lease Payments $ 5,362,727 $ 1,277,718,129 $ 19,442,501

Less: Interest and Executory Costs (240,408) (599,662,907) (4,513,998)

Present Value of Capital Lease Payments ~ § 5,122,319 § 678,055,222 $ 14,928,503
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Note 10. Long-Term Liabilities

Primary Government

Changes in long-term liabilities for the fiscal year ended June 30, 2005, is shown in the table below:

Retroactive
Restatement

Balance of Prior Balance Amounts Due

July 1, 2004 Year Balance Increases Decreases June 30, 2005 Within One Year
Governmental activities:

Compensated Absences Payable $ 247,078,010 $ - 3 130,350,184 § (123,459,093) $ 253,969,101 $ 101,883,228
Capital Lease Obligations 4,892,313 449,554 1,643,968 (1,863,516) 5,122,319 1,113,679
Contracts Payable 27,498,257 - - (13,628,972) 13,869,285 13,869,285
Notes and Loans Payable 2,505,615 1,769,019 - (691.975) 3,582,659 422,672

General State Bond Debt 15,505 - - (15,505) - -
General Obligation Bonds Payable 6,513,380,000 - 665,480,000 (994,995,000) 6,183,865,000 539,070,000

Net Unamortized Premiums - 70,613,604 66,772,146 (5,830,847) 131,554,903 -

Deferred Amount on Refunding - (28,941,817) (52,646,674) 5,102,663 (76,485,828) -

Other 15,942,351 —_ _ (6,286,513) 9,655,838 —_
Total Governmental activities $ _ 6,811,312,051 § 43,890,360 811,599,624 $_ (1,141,668,758) $ 6,525,133,277_$ 656,358,864

Business-type activities:

Compensated Absences Payable $ 155,387,143 § - 3 119,572,126 $  (110,791,984) $ 164,167,285 $ 94,600,780
Capital Lease Obligations 479,272,219 - 223,780,216 (24,997,213) 678,055,222 19.079.644
Notes and Loans Payable 2,512,357 —_ 2,505,615 (774,106) 4,243,866 569,843
Total Business-type activities $ 637,171,719 _$ . 345,857,957 $§ __ (136,563,303) $ 846,466,373 § 114,250,267

The governmental funds in which the leases are recorded
will liquidate the capital lease obligations for governmental
activities. The compensated absences liabilities will be
liquidated by the applicable funds that account for the
salaries and wages of the related employees.

The State issues general obligation bonds to provide funds
for the acquisition and construction of major capital
facilities and equipment. General obligation bonds have
been issued for both general State and proprietary activities,
to provide loans to local governments for water and sewer
systems, to construct educational facilities for local school
systems, and to refund general obligation bonds. As of June
30, 2005, the State had $1,848,484,500 of authorized but
unissued general obligation bonds.
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General obligation bonds are direct obligations and pledge
the full faith and credit of the State. General obligation
bonds currently outstanding are as follows:

Interest
Purpose Rates Amount
General Government 1.75% - 7.45% $ 5,497,715,000
General Government -
Refunding 4.75% - 6.30% 686,150,000
Total General Obligation Bonds Outstanding $ 6,183,865,000
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Note 10. Long-Term Liabilities
(continued)

Annual debt service requirements to maturity for general obligation bonds are as follows:

Year Principal Interest Total
2006 $ 539,070,000 $ 321,744,632 § 860,814,632
2007 545,960,000 292,478,256 838,438,256
2008 477,615,000 262,678,757 740,293,757
2009 473,490,000 235,285,300 708,775,300
2010 488,715,000 207,578,319 696,293,319
2011-2015 1,997,280,000 661,105,455 2,658,385,455
2016-2020 1,258,445,000 233,681,918 1,492,126,918
2021-2025 403,290,000 27,785,257 431,075,257
Total General Obligation Bonds $ 6,183,865,000 $ 2,242,337,894 $ 8,426,202,894

During fiscal year 2005, the State issued $458,605,000
General Obligation Refunding Bonds Series 2004C to
advance refund $184,965,000 Series 1999D, $61,210,000
Series 2000A, $107,550,000 Series 2000D, and
$112,945,000 Series 2002B General Obligation Bonds. The
principal amount of the refunding bonds and $61,956,825 of
original issue premium, less $1,245,151 in bond issuance
cost were paid to an escrow agent to be placed in an
irrevocable trust account to provide for the debt service
payments on the refunded bonds. Accordingly, the trust
account assets and the liability for the defeased bonds are
not included in the Statement of Net Assets.

Component Units

The advance refunding transaction resulted in a difference
between the reacquisition price and the net carrying amount
of the old debt of $52,646,674. This difference, reported in
the accompanying financial statements as a deduction from
bonds payable, is being charged to operations through fiscal
year 2020 using the straight-line method, which
approximates the effective interest method. The refunding
reduced the State’s aggregate debt service payments by
$28,634,026 over 15 years and resulted in an economic gain
(difference between the present values of the old and new
debt service payments) of $20,384,690. At June 30, 2005,
the total amount outstanding of defeased general obligation
bonds was $458,665,000.

Changes in long-term liabilities for the year ended June 30, 2005, was as follows:

Retroacitive
Balance Restatement
Balance of Prior Balance Amounts Due

_ngy 1, 2004 _Malance Increases Decreases June 30, 2005 Within One Year
Compensated Absences Payable $ 18,802,896 § (1,525) § 4,949,016 $ (4,244,090) $ 19,506,297 $ 11,521,521
Capital Lease Obligations 29,948,655 (15,336,983) 2,604,466 (2,287,635) 14,928,503 1,817,060
Notes and Loans Payable 142,291,207 (8,777,209) 95,689,248 (108,635,208) 120,568,038 64,223,828
Prizes Payable 204,960,000 - 11,500,000 (11,196,000) 205,264,000 12,323,000
Revenue/Mortgage Bonds Payable 2,830,658,749 (40,052,640) 301,318,288 (357,762,709) 2.734,161,688 113,640,164
Other 143,255,157 (78,174,614) 3,738,970 (6,187,957) 62,631,556 3,718,822
Total Component Units $ _ 3,369.916,664 $_ (142,342971) $ 419,799,988 $__ (490,313,599 $ 3,157,060,082_$ 207,244,395
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Note 10. Long-Term Liabilities
(continued)

Notes and loans payable at June 30, 2005 included a one-
time special short-term borrowing of $40,000,000 entered
into by Medical College of Georgia Health, Incorporated,
during the last week of the fiscal year. The interest rate on
this note was the LIBOR Market Index Rate plus 1.0%. The
proceeds from this short-term borrowing were used for an
intergovernmental transfer to Regents related to the
Company’s participation in certain Medicaid reimbursement
programs. The outstanding principal plus accrued interest
on this loan was repaid in full on July 1, 2005.

The Georgia Development Authority reported three long-
term notes payable to banks with a combined outstanding
balance at June 30, 2005, of $34,043,204. One note,
secured by LIBOR mortgage loans financed through the
note, is payable in semi-annual payments of $384,615 that
includes interest at LIBOR plus one percent, and has an
outstanding balance at June 30, 2005, of $5,000,000.

Revenue/mortgage bonds outstanding at June 30, 2005,
consisted primarily of: mortgage bonds issued by the
Georgia Housing and Finance Authority for financing the
purchase of single family mortgage loans for eligible
persons and families of low and moderate income within the
State of Georgia; revenue bonds issued by the State Road
and Tollway Authority for the financing of certain
construction projects within the State’s highway system;
and revenue bonds issued by various University System of
Georgia foundations totaling $1,186,823,582 to fund
acquisitions and improvements of properties and facilities.
The significant revenue and mortgage bonds outstanding at
June 30, 2005, consist of the following:

Georgia Housing State Road
and Finance and Tollway
Authority Authority

. Interest Rates 1.100% - 11.25%  2.25%-5.375%
Another note, secured by various fixed rate mortgage loans
financed through the note, bears interest at a rate of 6.8% Bonds Outstanding $ 610,650,688 $ 669,125,000
per annum, and has an outstanding balance at June 30, 2005, Unamortized Premium 38,995 29,396,429
of $22,343,204. The final note, secured by LIBOR D;f:?.m°““‘ on 2282963
mortgage loans financed through the note, is payable in elunding (2,282,963)
semi-annual payments'at arate of LIBOR plus 1.35 percent, Net Bonds Outstanding ~ § 610,689,683 $§ 696,238,466
and has an outstanding balance at June 30, 2005, of
$6,700,000.
Annual debt service requirements to maturity for revenue/mortgage bonds are as follows:
Georgia Housing and Finance Authority State Road and Tollway Authority
Year Principal Interest Total Principal I Total
2006 $ 20948000 $ 29,803,000 $ 50,751,000  $ 29,790,000 $ 33,131,689 $  62.921.689
2007 21,907,000 28,899,000 50,806,000 31,085,000 31,844,088 62,929,088
2008 21,853,000 27.962,000 49,815,000 32,520,000 30,378,711 62,898,711
2009 22,673,000 26,995,000 49,668,000 34,030,000 28,889,074 62,919,074
2010 23,891,000 25,965,000 49,856,000 35,660,000 27,224,429 62,884,429
2011-2015 121,077,000 113,007,000 234,084,000 179,415,000 108,341,643 287,756,643
2016-2020 121,690,000 83,895,000 205,585,000 209,945,000 60,056,778 270,001,778
2021-2025 118,335,000 53,918,000 172,253,000 116,680,000 10,535,375 127,215,375
2026-2030 96,150,000 25,299,000 121,449,000 - - -
2031-2035 45,785,000 4,317,000 50,102,000 - - -
Future Accretion -
Capital Appreciation Bonds (3,659,000) 3,659,000 — — — —_
Total Revenue/Mortgage Bonds ~ $___ 610,650,000 $ 423,719,000 $__ 1,034,369.000  $__ 669.125000 $__ 330,401,787 $__ 999,526,787

Various series of bonds under Resolution 1 and 3 at Georgia Housing and Finance Authc?rity inclgde
capital appreciation bonds that require no payments of principal or interest until maturity. Capital
appreciation bonds accrete to their maturity values at effective yields ranging from 7.10% to 11.25%.
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Note 11. Interfund Balances

Due To/From Other Funds at June 30, 2005, consist of the following:

Due To:
General Nonmajor Internal Total
Fund Enterprise Fund Service Funds Due To

Due From:
General Fund $ — 3 8,610,970 § — $ 8,610,970
Georgia State Financing and Investment

Commission 13,772,619 —_ — 13,772,619
Higher Education Fund —_— 1,002,152 — 1,002,152
Internal Service Fund _— 207,273 -_— 207,273
Fiduciary Funds o 10 1,799,000 1,799,010
Total Due From $ 13,772,619 § 9,820,405 § 1,799,000 § 25,392,024

Interfund receivables and payables result from billings for goods/services provided between funds. All interfund receivables and
payables are considered short term in nature.

Interfund transfers at June 30, 2005, consist of the following:

Transfers Out:
Governmental Funds Enterprise Funds
Georgia State
Financing and Higher Nonmajor Internal
General Investment Education Enterprise Service Total
Fund Commission Fund Fund Funds Transfers In
Transfers In:
General Fund $ — 3 156,605,332 § 2,251,048 §$ 11,865,100 $ 1,322,844 § 172,044,324
Nonmajor Governmental
Funds 816,478,149 34,757,021 —_ -_ — 851,235,170

Higher Education Fund 1,973,369,533 —_— e 3,858,000 —_ 1,977,227,533
State Health Benefit Plan 33,956,708 _— _— —_— e 33,956,708
Nonmajor Enterprise Fund -_— —_ —_ _ 18,574,112 18,574,112
Internal Service Funds 31,860,085 —_— -_ —_— —_ 31,860,085
Fiduciary Funds 3,417,505 — — — —_ 3,417,505
Total Transfers Out $  2,859,081,980 $ 191,362,353 §$ 2,251,048 § 15,723,100 § 19,896,956 $  3,088,315,437

Transfers are used to move revenues from the fund that statutes require to collect them to the fund that statutes require to expend
them and to use unrestricted revenues collected in the General Fund to finance various programs accounted for in other funds in
accordance with budgetary authorizations.
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Note 12. Nonmonetary Transactions

Primary Government

The Georgia Department of Administrative Services
operates the Donation of Federal Surplus Personal Property
program for the purpose of distributing surplus properties
made available by the General Services Administration to
eligible institutions, organizations and agencies. The value
of surplus property received and distributed is not reported
as revenues and expenses on the combined statement of
revenues, expenditures and changes in fund balances, and
the inventory on hand at June 30, 2005, is not reported on
the combined balance sheet. The changes in Federal surplus
personal property inventory during the fiscal year ended
June 30, 2005, were as follows:

Balance July 1, 2004 $ 9,342,448
Additions

Property Received 12,286,538

$ 21,628,986

Deductions

Property Donated and

Other Distributions 9,595,643
Balance June 30, 2005 $ 12,033,343

Note 13. Contingencies

A. Grants and Contracts

Amounts received or receivable from grantor agencies are
subject to audit and review by grantor agencies, principally
the Federal government. This could result in a request for
reimbursement by the grantor agency for any expenditures
which are disallowed under grant terms. The State believes
that such disallowances, if any, will be immaterial to its
overall financial position.

B. Litigation

The State is a defendant in various legal proceedings
pertaining to matters incidental to the performance of
routine governmental operations. The ultimate disposition
of these proceedings is not presently determinable.
However, the ultimate disposition of these proceedings
would not have a material adverse effect on the financial
condition of the State, with the following exceptions:
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Primary Government

A refund lawsuit has been filed against the Department of
Revenue attributable to investment tax credits (“ITCs”).
These credits arose under OCGA 48-7-40.2, -40.3,-40.4 as
a result of various projects undertaken by AT&T
Communications and its parent, AT&T Corp., in
constructing or expanding telecommunication facilities in
Georgia. The Department of Revenue determined that a
portion of the refund was statute-barred at the time the
company’s amended Georgia return claiming the refund was
filed. The Department also determined that AT&T
Communications was not entitled to the ITC’s that AT&T
Corp. attempted to assign to the taxpayer on the parent’s
amended return, pursuant to OCGA 48-7-42. Should the
plaintiff prevail in full, the amount of refund is estimated to
be $7.3 million plus interest. The case is in the initial
discovery stage. The Department believes that it has good
and valid defenses and intends to defend the case
vigorously.

A suit has been filed against the Department of Human
Resources by a custodial parent receiving child support
enforcement services from the Department of Human
Resources’ Office of Child Support Enforcement (“OCSE”).
The plaintiff has filed an action seeking class certification on
behalf of all custodial parents who have ever received
services from OCSE, alleging contractual and tort-based
claims for damages based on OCSE’s alleged failure to
collect statutory interest charges that may have accrued on
the plaintiff’s child support judgment. If the plaintiff were
to succeed in obtaining class certification and to prevail on
her claims, the State’s estimated potential liability could be
$400,000,000 or greater. OCSE contends that it has good
and adequate defenses against the plaintiff’s claim and
intends to defend the suit on its merits vigorously and to
oppose vigorously the granting of class certification.

A suit has also been filed against the Department of Human
Resources by nine foster children in the custody of the
Department of Human Resources ("DHR"), on behalf of a
class of foster children in Fulton and DeKalb Counties,
alleging systemic failures and deficiencies in the foster care
program. The parties have entered into a consent decree in
which State defendants have agreed to undertake a series of
improvements in the system and that the plaintiffs are
prevailing parties entitled to an award of reasonable
attorney's fees and expenses. The issue of what is a
reasonable amount of attorneys' fees and expenses of
litigation is now being litigated. On December 9, 2005, the
plaintiffs filed a motion with the court seeking a total of
$14,342,860 in attorneys’ fees and an additional $1,679,115
in nontaxable costs. The State defendants will be contesting
these amounts. The actual amount to be awarded by the
court is uncertain at this time.
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Note 13. Contingencies (continued)

A civil action has been filed against the Teachers’
Retirement System seeking additional benefits retroactive to
the time of each individual plaintiffs' respective retirement
dates for a class of those retirees who elected survivorship
options and who retired between 1983 and February 1, 2003
in the retirement plan administered by the Teachers'
Retirement System of Georgia ("TRS"). Plaintiffs allege
that they are due such additional benefits for monies lost due
to TRS' allegedly inappropriate use of option factors and the
mortality tables implicit in them to calculate retirees'
monthly benefits. Cross motions for summary judgment
were pending, after a hearing held on May 4, 2005. The
motion for summary judgment of TRS and its Trustees was
granted and the Order so granting is currently being
prepared by counsel. Plaintiffs have indicated that their
appeal will be filed immediately after entry of the Order.

A suit has been filed against the Georgia State Financing and
Investment Commission (GSFIC) involving a third-party
action by the joint venture construction manager for the
Georgia World Congress Center Phase IV expansion project
based upon indemnity from a number of subcontractors’
claims and the construction manager’s own delay and
disruption claims, all based upon a number of different
construction situations. The subcontractors’ claims of
approximately $50,000,000 were submitted to arbitration,
with a ruling issued on April 21, 2005, denying the vast
majority of claims and awarding approximately $5,000,000
to the subcontractors. Only two subcontractors have
indicated that they may appeal the award. The Court
required each party to file its specific affirmative claims,
cross claims and counter claims and all parties have filed
their respective claim documents. GSFIC has filed its
Amended Answer and Counterclaim, and the construction
manager has filed claims for GSFIC to pay the arbitration
awards against it and its own direct claims, totaling
approximately $20,000,000 over the contract price. GSFIC
has counterclaims of $19,000,000, and has withheld
retainage of $8,000,000 as a set-off to fund the GSFIC
claims. GSFIC believes it has good and valid defenses to
many if not all of the asserted claims and intends to defend
its position and, further, to pursue its counterclaims
vigorously.

C. Guaranteed Loans

Component Units

The Federal Government, through the Guaranteed Student
Loan Programs of the U. S. Department of Education, fully
reinsured loans guaranteed through September 30, 1993,
until the State’s rate of annual losses (defaults) exceeded
five percent (5%). In the event of future adverse loss
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experience, the State could be liable for up to (1) twenty
percent (20%) of the outstanding balance of loans in
repayment status at the beginning of each year which were
disbursed prior to October 1, 1993, and (2) twenty-two
percent (22%) of the outstanding balance of loans in
repayment status at the beginning of each year which were
disbursed on or after October 1, 1993.

Note 14. Subsequent Events

Primary Government

General Obligation Bonds Issued

The State issued General Obligation Bonds in the amount of
$506,760,000 on September 1, 2005 (Series 2005A) and in
the amount of $96,355,000 on November 1, 2005 (Series
2005C). The State issued Taxable General Obligation
Bonds in the amount of $7,600,000 on November 1, 2005
(Series 2005D). Proceeds of the bonds will be used to
finance various capital acquisitions.

General Obligation Refunding Bonds Issued

On September 1, 2005, the State issued $425,000,000 of
General Obligation Refunding Bonds (Series 2005B).
Proceeds of the bonds will be used to advance refund certain
outstanding general obligation bonds.

Note 15. Retirement Systems

The State’s significant retirement systems are described
below:

Employees’ Retirement System of Georgia

Plan Description

Employees’ Retirement System of Georgia (“ERS”) is a
single-employer, defined benefit pension plan established by
the Georgia General Assembly during the 1949 Legislative
Session for the purpose of providing retirement allowances
for employees of the State of Georgia and its political
subdivisions. ERS is directed by a Board of Trustees and
has the powers and privileges of a corporation. ERS issues a
publicly available financial report that includes the
applicable financial statements and required supplementary
information. The report may be obtained at the ERS offices.

On November 20, 1997, the Board created the Supplemental
Retirement Benefit Plan (“SRBP”) of ERS. SRBP was
established as a qualified governmental excess benefit plan
in accordance with Section 415 of the Internal Revenue
Code (“IRC”) as a portion of ERS. The purpose of the
SRBP is to provide retirement benefits to employees
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Note 15. Retirement Systems
(continued)

covered by ERS whose benefits are otherwise limited by
IRC Section 415. Beginning January 1, 1998, all members
and retired former members in ERS are eligible to
participate in the SRBP whenever their benefits under ERS
exceed the limitation on benefits imposed by IRC Section
415.

Benefits

The benefit structure of ERS was significantly modified on
July 1, 1982. Unless the employee elects otherwise, an
employee who currently maintains membership with ERS
based upon State employment that started prior to
July 1, 1982, is an “old plan” member subject to the plan
provisions in effect prior to July 1, 1982. All other members
are “new plan” members subject to the modified plan
provisions.

Under both the old and new plans, a member may retire and
receive normal retirement benefits after completion of ten
(10) years of creditable service and attainment of age sixty-
five (65). Additionally, there are some provisions allowing
for retirement after twenty-five (25) years of creditable
service regardless of age.

Retirement benefits paid to members are based upon the
monthly average of the member’s highest twenty-four (24)
consecutive calendar months, multiplied by the number of
years of creditable service, multiplied by the applicable
benefit factor. Post-retirement cost-of-living adjustments
are also made to members’ benefits. The normal retirement
pension is payable monthly for life; however, options are
available for distribution of the member’s monthly pension,
at reduced rates, to a designated beneficiary upon the
member’s death. Death and disability benefits are also
available through ERS.

Summary of Significant Accounting Policies

The financial statements are prepared on the accrual basis of
accounting. Contributions from the employer and members
are recognized as additions in the period in which the
members provide services. Benefit and refund payments are
recognized as deductions when due and payable in
accordance with the terms of the plan. Investments are
reported at fair value. Short-term investments are reported
at cost, which approximates fair value. Securities traded on
a national or international exchange are valued at the last
reported sales price. No investment in any one organization
except the U. S. Government represents five percent (5%) or
more of the net assets available for pension benefits.
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Funding Policy

Member contributions under the old plan are four percent
(4%) of annual compensation up to $4,200 plus six percent
(6%) of annual compensation in excess of $4,200. Under
the old plan, the State pays member contributions in excess
of one and one-quarter percent (1.25%) of annual
compensation. Under the old plan, these State contributions
are included in the members’ accounts for refund purposes
and are used in the computation of the members’ earnable
compensation for the purpose of computing retirement
benefits. Member contributions under the new plan are one
and one-quarter percent (1.25%) of annual compensation.
The State is required to contribute at a specified percentage
of active member payroll determined annually by actuarial
valuation.

Annual Pension Cost

The required contribution for 2005 was determined as part
of the June 30, 2003, actuarial valuation using the entry age
actuarial cost method. The actuarial assumptions included
(a) seven and one-quarter percent (7.25%) investment rate of
return, (b) projected salary increases of five and forty-five
one-hundredths percent (5.45%) to nine and one-quarter
percent (9.25%) per year, and (c) an inflation rate of three
and three-quarters percent (3.75%) per year.

The actuarial value of assets was determined using
techniques that smooth the effects of short-term volatility in
the market value of investments over a five-year period.
ERS’ actuarial funding excess is being amortized as a level
percentage of projected payroll on an open basis. The
employer contributions are projected to liquidate the
actuarial accrued funding liability within twelve (12) years
based upon the actuarial valuation at June 30, 2004, on the
assumption that the total payroll of active members will
increase by three and three-quarters percent (3.75%) each
year.

Three-Year Trend Information for ERS (in thousands):

Fiscal Annual Percentage Net
Year Ended Pension of APC Pension
June 30 Cost (APC)  Contributed _Obligation
2002 233,229 100% 0
2003 246,172 100% 0
2004 245,388 100% 0
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Regents Retirement Plan

Plan Description

The Regents Retirement Plan, a single-employer defined
contribution plan, is an optional retirement plan established
and administered by the Board of Regents of the University
System of Georgia (Proprietary Fund — Higher Education),
under which an eligible faculty member or principal
administrator may purchase annuity contracts for the
purpose of receiving retirement and death benefits. The four
(4) approved vendors (AIG-VALIC, American Century,
Fidelity, and TIAA-CREF) have separately issued financial
reports, which may be obtained through their respective
corporate offices.

Benefits

Benefits depend solely on amounts contributed to the plan
plus investment earnings. Benefits are payable to
participating employees or their beneficiaries in accordance
with the terms of the annuity contracts.

Funding Policy

The University System of Georgia makes monthly employer
contributions for the Regents Retirement Plan at rates
adopted by the Teachers Retirement System of Georgia
Board of Trustees in accordance with State statute and as
advised by their independent actuary. For fiscal year 2005,
the employer contribution was nine and sixty-five one-
hundredths percent (9.65%) of the participating employee's
earnable compensation. Employees contribute five percent
(5%) of their earnable compensation. Amounts attributable
to all plan contributions are fully vested and non-forfeitable
at all times. In 2005, employer and employee contributions
were (in thousands) $64,014 (9.65%) and $32,853 (5%),
respectively.

Teachers’ Retirement System of Georgia

Plan Description

The Teachers’ Retirement System of Georgia (“TRS”) is a
cost-sharing multiple-employer plan created in 1943 by an
act of the Georgia General Assembly to provide retirement
benefits for qualifying employees in educational service. A
Board of Trustees comprised of active and retired members
and ex-officio State employees is ultimately responsible for
the administration of TRS. TRS issues a publicly available
financial report that includes the applicable financial
statements and required supplementary information. The
report may be obtained at the TRS offices.
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On October 25, 1996, the Board created the Supplemental
Retirement Benefit Plan of the Georgia Teachers (“SRBP”).
SRBP was established as a qualified governmental excess
benefit plan in accordance with Section 415 of the Internal
Revenue Code (“IRC”) as a portion of TRS. The purpose of
SRBP is to provide retirement benefits to employees
covered by TRS whose benefits are otherwise limited by
IRC Section 415. Beginning July 1, 1997, all members and
retired former members in TRS are eligible to participate in
the SRBP whenever their benefits under TRS exceed the
IRC Section 415 imposed limitation on benefits.

Benefits

TRS provides service retirement, disability retirement, and
survivor’s benefits. Title 47 of the Official Code of Georgia
assigns the authority to establish and amend the provisions
of TRS to the State legislature. A member is eligible for
normal service retirement after thirty (30) years of creditable
service, regardless of age, or after ten (10) years of service
and attainment of age sixty (60). A member is eligible for
early retirement after twenty-five (25) years of creditable
service.

Normal retirement (pension) benefits paid to members are
equal to two percent (2%) of the average of the member’s
two (2) highest paid consecutive years of service, multiplied
by the number of years of creditable service up to forty (40)
years. Early retirement benefits are reduced by the lesser of
one-twelfth (1/12) of seven percent (7%) for each month the
member is below age sixty (60), or by seven percent (7%)
for each year or fraction thereof by which the member has
less than thirty (30) years of service. It is also assumed that
certain cost-of-living adjustments, based on the consumer
price index, will be made in future years. Retirement
benefits are payable monthly for life. Death, disability and
spousal benefits are also available.

Summary of Significant Accounting Policies

The financial statements of TRS are prepared on the accrual
basis of accounting. Contributions from the employers and
members are recognized as additions when due, pursuant to
formal commitments, as well as statutory or contractual
requirements. Benefit and refund payments are recognized
as deductions when due and payable in accordance with the
terms of the plan. Investments are reported at fair value.
Short-term investments are reported at cost, which
approximates fair value. Securities traded on a national or
international exchange are valued at the last reported sales
price. No investment in any one organization, except the
U. S. Government, represents five percent (5%) or more of
the net assets available for pension benefits.
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Funding Policy

TRS is funded by member and employer contributions as
adopted and amended by the Board of Trustees. Member
contributions are five percent (5%) of annual salary, and
employer contributions are nine and twenty-four one-
hundredths percent (9.24%), as required by the June 30,
2003, actuarial valuation. The State’s contributions to TRS
for the years ending June 30, 2005, 2004, and 2003 were (in
thousands) $123,865, $123,832, and $123,023, respectively,
and were equal to the required contributions for each year.

Note 16. Postemployment Benefits

In addition to the pension benefits described in Note 15, the
State of Georgia provides postretirement health care benefits
through the State Health Benefit Plan to retirees pursuant to
Title 45, Chapter 18 of the OCGA. An individual eligible
for these benefits must have been a full time employee at the
time of retirement of either the State of Georgia or a county
social service agency and must be receiving monthly
retirement benefits from either the Employees’ Retirement
System of Georgia or a county employees’ retirement
system. The State Health Benefit Plan is a public entity risk
pool funded by employee and employer contributions.
Employees and retirees subject to the Plan contribute
amounts determined by the State Personnel Board for
various health insurance plans. The various agencies of the
State contribute to the health insurance fund based upon
amounts recommended by the State Personnel Board and set
forth in the Appropriations Act. The State Health Benefit
Plan is funded on a “pay-as-you-go” basis. Expenses of the
Plan include provisions for incurred but not reported claims.

As of June 30, 2005, there were 24,016 employees who had
retired and were receiving postretirement health care
benefits through the State Health Benefit Plan. For the fiscal
year ended June 30, 2005, the State recognized expenditures
of $154,781,050, which was net of retiree contributions of
$44,773,783.

Pursuant to the general powers conferred by OCGA Section
20-3-31, the Board of Regents of the University System of
Georgia (college and university funds) has established group
health and life insurance programs for regular employees of
the University System. It is the policy of the Board of
Regents to permit employees of the University System

eligible for retirement or that become permanently and
totally disabled to continue as members of the group health
and life insurance programs. Employees who are eligible for
retirement or disability under the criteria established by the
Teachers Retirement System and who have at least ten years
of service with the University System are eligible for these
postemployment health and life insurance benefits. The
University System pays the employer portion for group
insurance for affected individuals. For the fiscal year ended
June 30, 2005, the University System recognized
expenditures of $49,212,798, which was net of participant
contributions of $25,916,227.

Note 17. Deficit Fund Balances/Net
Assets

The following organizations/funds had deficit balances at
June 30, 2005.

Primary Government

General Fund

At June 30, 2005, the General Fund had an unreserved,
undesignated fund deficit of $78,976,956. This deficit is
primarily due to timing differences in posting liability
accruals and the corresponding assets, and to a statutory
requirement to calculate the Revenue Shortfall Reserve ona
budgetary basis.

Internal Service Funds

Agency for Removal of Hazardous Materials — At June 30,
2005, the agency had an unrestricted net assets deficit of
$350,564.

Internal Service Funds — Risk Management

State Indemnification Fund — At June 30, 2005, the Fund
has an unrestricted net assets deficit of $500,051.

Unemployment Compensation Fund - At June 30, 2005, the
Fund had an unrestricted net assets deficit of $3,007,720.

Workers’ Compensation Fund — At June 30, 2005, the Fund
had an unrestricted net assets deficit of $99,993,861. If this
deficit were allocated back to the contributing funds, the
amount attributable to the General Fund is approximately
sixty-eight percent or $68 million, the Higher Education
Fund portion is approximately twenty-two percent or $22
million, and the remainder applies primarily to component
units and external organizations.
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Note 17. Deficit Fund Balances/Net
Assets (continued)

Component Units

Lake Lanier Islands Development Authority - At June 30,
2005, the Authority had an unrestricted net assets deficit of
$7,453,358.

North Georgia Mountains Authority — At June 30, 2005, the
Authority had an unrestricted net assets deficit of
$8,603,070.

Road and Tollway Authority — At June 30, 2005, the
Authority had an unrestricted net assets deficit of
$354,440,010. This deficit is the result of a timing
difference in the flow of the Authority’s assets (bond
proceeds) and liabilities (bond debt). Bond proceeds are
disbursed over a three- to five-year construction period (the
resulting assets are not capital assets of the Authority);
whereas the bond debt obligations generally have maturity
periods of twenty years.

Georgia Tech Facilities, Incorporated — At June 30, 2005,
the Corporation had an unrestricted net assets deficit of
$5,708,000.
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Required Supplementary Information
For the Fiscal Year Ended June 30, 2005
Employees’ Retirement System of Georgia

Schedule of Funding Progress

(dollars in thousands)

Actuarial Unfunded
Accrued AAL/(Funding
Actuarial Liability Unfunded Annual Excess) as a
Actuarial Value of ("AAL") - AAL/(Funding Funded Covered Percentage of
Valuation Plan Assets Entry Age Excess) Ratio Payroll Covered Payroll
Date (C)) (b) (b-a) (a/b) ©) [(b-a)/c]
6/30/02 12,124,414 11,994,850 (129,564) 101.1% 2,408,306 (5.4%)
6/30/03 12,428,736 12,370,563 (58,173) 100.5% 2,489,490 (2.3%)
6/30/04 12,797,389 13,106,648 309,259 97.6% 2,445,619 12.6%
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Required Supplementary Information
Budgetary Comparison Schedule
Budget Fund

For the Fiscal Year Ended June 30, 2005

Budgeted Amounts _

Original

Final

Actual Amounts

Variance

Positive (Negative)

Funds Available (inflows)

Revenues:
State Appropriation
Regular $
Lottery Proceeds
Tobacco Settlement Funds
Federal Revenues
Other Revenues Retained

15,448,164,768 §

771,553,228
156,370,000
7,704,412,702
4,731,916,530

15,625,848,315 §

776,892,107
156,370,000
11,039,161,593
7,597,466,604

15,622,227,507 $

776,892,107
156,370,000
9,721,474,467
6,539,360,039

(3,620,808)

0

0
(1,317,687,126)
(1,058,106,565)

Total Revenues $

Carry-Over from Prior Year:
Transfer from Fund Balance

28,812,417,228 §

35,195,738,619 §

1,518,367,470

32,816,324,120 §

1,663,327,485

(2,379,414,499)

144,960,015

Total Funds Available $

28,812,417,228 §

36,714,106,089 $

34,479,651,605 $

(2,234,454,484)

Expenditures (outflows)

Administrative Services, Department of $

Agriculture, Department of

Audits and Accounts, Department of

Banking and Finance, Department of

Community Affairs, Department of

Community Health, Department of

Corrections, Department of

Defense, Department of

Early Care and Learning, Department of

Economic Development, Department of

Education, Department of

Employees' Retirement System -
Administrative Expense Fund

Forestry Commission

General Assembly

General Obligation Debt Sinking Fund

Govemor, Office of the

Guaranteed Revenue Debt Common Reserve Fund

Human Resources, Department of

Insurance, Department of

Investigation, Georgia Bureau of

Judicial Branch

Juvenile Justice, Department of

Labor, Department of

Law, Department of

Motor Vehicle Safety, Department of

Natural Resources, Department of

Pardons and Paroles, State Board of

Personnel Board, State - Merit System of
Personnel Administration

Public Safety, Department of

Public School Employees' Retirement System

Public Service Commission

Public Telecommunications Commission

Regents of the University System of Georgia, Board of

179,343,784 §

48,451,962
28,443,466
9,850,558
179,931,380
8,131,512,089
907,832,119
43,541,986
360,959,969
25,812,690
6,928,793,016

11,596,478
37,806,520
33,304,450
923,167,993
42,494,761

2,575,234,831
16,609,672
91,115,171
154,626,752
285,735,574
347,258,096
35,024,648
88,872,574
126,765,541
44,720,644

13,716,521
93,837,541
1,420,696
8,347,019
33,504,954
3,834,311,738
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202,432,741 $

53,681,678
28,193,466
10,187,213
263,702,692
11,192,812,666
1,011,195,142
38,938,877
392,911,537
25,796,981
7,723,774,823

17,747,633
49,039,545
32,854,358
905,611,482
193,574,871

3,478,366,725
17,676,026
153,395,957
168,285,147
305,284,763
418,195,988
51,219,025
97,720,290
264,484,015
45,795,063

15,181,768
128,632,036
1,420,696
8,776,709
31,519,544
4,691,136,031

41,301,782 §

53,547,810
27,530,625
10,159,158
248,954,836
10,011,302,919
965,850,492
38,144,825
382,905,562
25,176,364
7,584,846,987

14,199,889
48,657,417
29,316,511
816,478,149
140,054,991

3,182,387,994
16,939,738
119,889,939
176,748,899
297,527,365
407,020,448
50,595,697
95,617,295
244,472,299
45,117,017

12,910,934
115,681,753
1,420,696
8,678,625
28,303,860
3,940,899,751

161,130,959
133,868
662,841
28,055
14,747,856
1,181,509,747
45,344,650
794,052
10,005,975
620,617

138,927,836

3,547,744
382,128
3,537,847
89,133,333
53,519,880
0
295,978,731
736,288
33,506,018
(8,463,752)
7,757,398
11,175,540
623,328
2,102,995
20,011,716
678,046

2,270,834
12,950,283
0

98,084
3,215,684
750,236,280



State of Georgia

Required Supplementary Information
Budgetary Comparison Schedule

Budget Fund

For the Fiscal Year Ended June 30, 2005

Revenue, Department of

Secretary of State

Soil and Water Conservation Commission
Student Finance Commission

Teachers' Retirement System - Expense Fund
Technical and Adult Education, Department of
Transportation, Department of

Veterans Service, Department of

Workers' Compensation, State Board of

Total Expenditures

Excess of Funds Available over Expenditures

Budgeted Amounts Variance
Origina] Final Actual Amounts Positive (Negative)
486,740,235 $ 522,687,184 § 521,396,487 1,290,697
36,471,649 58,536,574 57,941,384 594,690
5,269,712 7,832,077 7,824,092 7,985
538,769,289 538,841,975 484,630,477 54,211,498
26,547,268 26,885,607 25,928,323 957,284
363,869,512 513,899,411 493,162,114 20,737,297
1,664,186,905 2,977,674,417 2,293,124,017 684,550,400
31,749,758 33,168,815 32,933,775 235,040
14,867,707 15,034,541 12,493,573 2,540,968
28,812,417,228 § 36,714,106,089 $ 33,112,075,369 3,602,030,720
$ 1,367,576,236 1,367,576,236
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State of Georgia

Required Supplementary Information
Budgetary Comparison Schedule
Budget-To-GAAP Reconciliation

For the Fiscal Year Ended June 30, 2005

General
Fund
Sources/Inflows of Resources
Actual amounts (budgetary basis) "Total Funds Available"
from the budgetary comparison schedule $ 34,479,651,605
Differences - budget to GAAP:
Revenues of nonbudgeted funds included within the State's reporting entity, and shown in
the General Fund for financial reporting purposes. 16,820,305,784
Revenues of budgeted funds included in the Budget Fund, but removed from the General
Fund for financial reporting purposes. (4,489,083,463)
Budgeted Carry-Over Funds from Prior Year Fund Balances shown as Funds Available
in Budget Fund, but removed for financial reporting purposes. (1,663,327,485)
Transfers from other funds are inflows of budgetary resources, but are not revenues for
financial reporting purposes. (135,877,604)
Receivables and revenues accrued based on encumbrances reported for supplies and
equipment ordered but not received are reported in the year the order is placed for
budgetary purposes, but in the year the supplies are received for GAAP reporting. (332,249,908)
Accrual of taxpayer assessed receivables and revenues . 2,674,959
State appropriation revenues are budgetary resources, but are netted with the State's
treasury disbursements for GAAP purposes. (16,555,489,612)
Some federal financial assistance is reported as revenue when received in the Budget
Fund, but these funds are not earned at year end, and are shown as deferred revenue
for GAAP purposes. (57,001,335)
Revenues from intrafund transactions are budgetary resources, but are not revenues for
GAAP reporting purposes. (385,842,017)
Fund balance adjustments are not inflows of budgetary resources, but affect current year
revenues for GAAP reporting purposes. (663,541,256)
Revenue reported for nonbudgetary food stamp program. ‘ 1,016,964,569
Revenue reported for nonbudgetary donated commodities. 68,770,862
Increase in investment income to reflect change in fair value of investments. 2,781,008
Other net accrued receivables and revenues. 619,062,287
Total revenues as reported on the Statement of Revenues,
Expenditures, and Changes in Fund Balances -
Governmental Funds $ 28,727,798,394
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State of Georgia

Required Supplementary Information
Budgetary Comparison Schedule
Budget-To-GAAP Reconciliation

For the Fiscal Year Ended June 30, 2005

General
Fund
Uses/Outflows of Resources
Actual amounts (budgetary basis) "Total Expenditures"”
from the budgetary comparison schedule $ 33,112,075,369
Differences - budget to GAAP:
Expenditures of Nonbudgeted Funds included within the State's reporting entity, and
shown in the General Fund for financial reporting purposes. 70,011,527
Expenditures of Budgeted Funds for organizations not reported in the General Fund. (6,736,721,072)
Transfers to other funds are outflows of budgetary resources, but are not expenditures
for GAAP reporting purposes. (816,122,020)
Encumbrances for supplies and equipment ordered but not received are reported as
budgetary expenditures in the year the order is placed, but are reported as GAAP
expenditures in the year the supplies and equipment are received. (513,915,392)
Expenditures from intrafund transactions are budgetary outflows, but are not expenditures
for GAAP reporting purposes. (385,842,018)
Fund balance adjustments are not outflows of budgetary resources, but affect current
year expenditures for GAAP reporting purposes. (119,438,476)
Change in expenditure accrual for nonbudgetary medicaid claims (51,600,000)
Expenditures reported for nonbudgetary food stamp program. 1,016,964,569
Expenditures reported for nonbudgetary donated commodities. 71,676,604
Accrual of teacher salaries not included in current budget year. 39,791,823
Capital lease acquisitions are not outflows of budgetary resources, but are recorded as
current expenditures and other financing sources for GAAP reporting. 1,643,969
Other net accrued liabilities and expenditures. 112,336,424
Total Expenditures as reported on the Statement of Revenues,
Expenditures, and Changes in Fund Balances -
Governmental Funds $ 25,800,861,307
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State of Georgia

Notes to Required Supplementary Information
For the Fiscal Year Ended June 30, 2005

Budgetary Process

The Official Code of Georgia Annotated (OCGA), Title 45,
Chapter 12, Article 4 sets forth the process for the
development and monitoring of an appropriated budget for
the State of Georgia. Not later than September 1 of each
year, the head of each executive branch budget unit must
submit estimates of the financial requirements for the
subsequent fiscal year to the Office of Planning and Budget,
which operates under the direction of the Governor. Budget
estimates relative to the legislative and judicial branches of
State government are provided to the Office of Planning and
Budget for the purpose of estimating the total financial
needs of the State, but are not subject to revision or review
by the Office of Planning and Budget.

The Govemnor, through the Office of Planning and Budget,
examines the estimates and may investigate and revise
executive branch submissions as necessary. Upon the
completion and revisions of the estimates, the Governor
must prepare and submit a budget report to the General
Assembly within five days of the date on which the General
Assembly convenes. The Governor possesses the
responsibility and authority to establish the revenue estimate
for the corresponding fiscal year.

The General Assembly, after adopting such modifications to
the Governor’s budget report, as it deems necessary, enacts
the General Appropriations Act for the subsequent fiscal
year. Each General Appropriations Act enacted, along with
amendments as are adopted, continues in force and effect for
the next fiscal year after adoption. In accordance with the
Constitution of the State of Georgia, Article III, Section IX,
Paragraph IV, the General Assembly is prohibited from
appropriating funds for any given fiscal year which, in the
aggregate, exceeds the amount of unappropriated surplus
funds expected to have accrued at the beginning of the
subsequent fiscal year together with the total estimated
amount of receipts from existing revenue sources, less
refunds, anticipated to be collected in the subsequent fiscal
year. The Constitution further authorizes the passage of
additional Supplementary Appropriation Acts, provided
sufficient unappropriated surplus is available or additional
revenue measures have been enacted. Federal funds received
by the State are continually appropriated in the exact
amounts and for.the purposes authorized and directed by the
awarding federal agency.

Internal transfers within a budget unit and between objects
of functional or activity budget units are subject to the
condition that no State funds shall be transferred for the
purpose of initiating a new program area not currently
having a State funds appropriation.
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The Governor, through the Office of Planning and Budget,
requires each budget unit, other than those of the legislative
and judicial branches, to submit an annual operating budget
based on the activities and functions set forth in the
Appropriations Act. Budget units submit quarterly allotment
requests, which must be approved in conjunction with
quarterly work programs prior to release of appropriated
funds. Further monitoring of budget unit activities is
accomplished by review of expenditure reports, which are
submitted quarterly to the Office of Planning and Budget.

Budget units (i.e., agencies, commissions) of the State are
responsible for budgetary control of their respective portion
of the total State appropriated budget. The legal level of
budgetary control is at the object class level. Due to the
complex nature of the State appropriated budget, a separate
budgetary report entitled, “Report of the State Auditor,” is
published each year. This report includes a listing of State
organizations (appropriation units) which incurred
expenditures in excess of amounts budgeted by object class.

The appropriated budget covers the majority of the
governmental funds included within the State of Georgia
reporting entity, but excludes the debt service fund and
capital projects funds, which are not subject to
appropriation. The budget does include certain proprietary
funds, the higher education funds, and the administrative
costs of operating various public employee retirement
systems.

Budgetary Presentation

The accompanying budgetary comparison schedule for the
Budget Fund presents comparisons of the legally adopted
budget with actual data prepared on the budgetary basis of
accounting utilized by the State. The Budget Fund, a
compilation of the budget units of the State, differs from the
funds presented in the basic financial statements. The
Budget-to-GAAP reconciliation immediately following the
budgetary comparison schedule identifies the types and
amounts of adjustments necessary to reconcile the Budget
Fund with the General Fund as reported in accordance with
generally accepted accounting principles.
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SELECTED EMPLOYMENT AND POPULATION DATA

The following tables under this heading set forth certain categories of employment and population data for
the State of Georgia.

State of Georgia
Annual Averages
Year (Civilian Labor Force Employment Unemployment Unemployment Rate

2000 4,242,889 4,095,362 147,527 3.5%
2001 4,283,156 4,112,868 170,288 4.0%
2002 4,328,634 4,118,606 210,028 4.9%
2003 4,368,874 4,159,543 209,331 4.8%
2004 4,442,542 4,230,639 211,903 4.8%
2005 4,588,023 4,346,289 241,734 5.3%
2006* 4,694,474 4,494,191 225,283 4.8%

* July 2006 Estimates, Seasonally Adjusted
Source: U.S. Department of Labor, Bureau of Labor Statistics

State Employees
(Full and Part-Time, as of June, yearly)

Year Total Employees Part Time Full Time

2002 81,804 962 80,842
2003 82,963 981 81,982
2004 81,480 931 80,549
2005 82,137 903 81,234
2006 83,057 791 82,226

Source: Georgia State Merit System

Major Nongovernmental Employers

COMPANY EMPLOYEES
Wal-Mart Stores Inc. 52,653
Publix Supermarkets, Inc. 20,755
The Kroger Company 20,500
Delta Air Lines, Inc. 20,147
Shaw Industries Inc 19,000
BellSouth Corp. 18,000
Mohawk Industries 17,186
The Home Depot Inc. 13,184
United Parcel Service Inc. 13,000
The Southern Co./ Georgia Power 12,661
Georgia-Pacific Corporation 10,200
WellStar Health System 10,112
Cox Enterprises, Inc. 10,000
Target Corporation 10,000
Emory System of Health Care 8,400

Source: Georgia Department of Economic Development, July 2006

C-1



Employment in Non-Agricultural Establishments by Sector in Georgia
(Annual Average, in thousands, seasonally adjusted)

June-
Sector 2002 2003 2004 2005 2006
Natural Resources and Mining 12.3 12.3 12.2 12.1 12.3
Construction 195.9 195 199.8 208.9 218.8
Manufacturing 466.7 452 448.3 448.8 448.8
Total--Goods - Producing 674.8 659.3 660.3 669.8 679.9
Trade, transportation and utilities 832.3 824.6 830.2 851.9 868.6
Information 131.8 123.4 118.2 116.2 116.0
Financial activities 212.8 216.4 218.7 225.4 230.5
Professional and business 515.8 490.3 510.4 534.5 547.6
services
Education and health services 372 395 409.3 423.1 433.9
Leisure and hospitality 337.3 348.1 360.1 371.3 389.2
Other services 167.9 155.5 156.2 158 161.2
Government 624.8 632.4 637.2 649.9 650.6
Total--Service-Producing 3,194.7 3,185.7 3,240.2 3,330.3 3,397.6
Total non-farm 3.869.5 13,8449 3,900.5 4,000.1 4,077.5

Source: U. S. Department of Labor, Bureau of Labor Statistics (Amounts may not add
precisely due to rounding.)

Average Hourly Earnings in Manufacturing

Georgia
as Georgia as
Year United States Southeast(l) Georgia % of U.S. % of Southeast
1990 $10.83 $9.35 $9.16 84.6 % 98.0 %
1995 12.37 10.87 10.71 86.6 98.5
2000 14.38 12.95 13.01 90.5 100.4
2005 16.56 14.85 14.56 87.9 98.0
Average Annual Growth Rates in Hourly Earnings
Years U.S. Southeast (1) Georgia
1990-1995 2.7% 3.1% 32 %
1995-2000 3.1 3.6 4.0
2000-2005 2.9 2.8 2.3
(1) Southeast refers to the twelve-state region made up of Alabama, Arkansas, Florida, Georgia, Kentucky,

Louisiana, Mississippi, North Carolina, South Carolina, Tennessee, Virginia, and West Virginia.

Source: U.S. Bureau of Labor Statistics, Employment and Earnings, May, yearly (Southeast calculated as weighted
average of each state’s average hourly earnings. Weight is based on number of employees on manufacturing payrolls.)

Population Trends

1980 1990 2000
State Total 5,464,265 6,478,000 8,186,453
Percent Urban 62.4% 65.0% 71.6%
Percent Rural 37.6% 35.0% 28.4%
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Source: U.S. Bureau of Census, 2000 Census of Population and Housing
Relative Per Capita Income

US Southeast Georgia Per Capita
Per Per %
Capita Capita of % of

Year Income Income (1) Income U.S. _Southeast
2000  $29,845 $26,484 $27,989  93.8 105.7
2001 30,575 27,356 28,675 93.8 104.8
2002 30,804 27,808 28,689  93.1 103.2
2003 31,472 28,470 29,000 92.1 101.9
2004 33,050 29,756 29,782 90.1 100.1
2005 34,586 31,003 31,121 90.0 100.4

Average Annual Growth Rates in Per Capita Income

Years U.S. Southeast(1) Georgia
1980-1990 6.8% 7.2% 7.7%
1990-2000 4.4 4.4 4.7
2000-2005 3.0 3.2 2.1

(1) Southeast refers to the twelve-state region made up of Alabama, Arkansas, Florida, Georgia, Kentucky,
Louisiana, Mississippi, North Carolina, South Carolina, Tennessee, Virginia, and West Virginia.

Source: U.S. Department of Commerce, Bureau of Economic Analysis

Median Household Income

Georgia
Year U.S. Georgia % of U.S.
1997 $40,699 $40,323 99.1
1998 42,173 41,935 99.4
1999 43,228 41,878 96.9
2000 43,162 43,070 99.8
2001 42,228 42,576 100.8

Source: Georgia Statistical Abstract 2004-2005, Selig Center for Economic Growth, University of Georgia

Georgia Median Age Levels

Year Median Age
1980 28.6
1990 31.5
2000 334

Source: U.S. Census Bureau, May, 2001
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Georgia Public School Enrollment (PK -12)

Year Annual Enrollment (1)
2000-01 1,444,937
2001-02 1,470,634
2002-03 1,496,012
2003-04 1,522,611
2004-05 1,553,437
2005-06 1,598,461

(1) Enrollment as of October, yearly.
Source: Georgia Department of Education

Per Capita Gross State Product
(Georgia, Southeast, United States)

($ per Capita)
Year United States Southeast (1) Georgia
1997 $29,864 $26,972 $30,900
2002 36,161 33,589 36,001
2004 39,672 36,753 38,589
2005 41,844 37,505 40,155

(1) Southeast refers to the twelve-state region made up of Alabama,
Arkansas, Florida, Georgia, Kentucky, Louisiana, Mississippi, North
Carolina, South Carolina, Tennessee, Virginia, and West Virginia.
Source: U.S. Department of Commerce, Bureau of Economic Analysis

Georgia's Revenues and Personal Income

Georgia Revenues (1) State Personal Income (2)
Annual Percent Annual Percent Receipts as a
Fiscal Change Over Change Over Percent of
Year Billions of $ 5-Year Period Billions of § 5-Year Period  Personal Income
1995 $ 9.626 6.0% $154.483 6.7% 6.2%
2000 $13.782 7.4% $222.663 7.6% 6.2%
2005 $15.814 2.8% $274.255 4.3% 5.8%

(1) Amount derived from “Total General Funds,” see Page A-12.
(2) Average of total personal income for the four calendar quarters of the fiscal year.

Sources: U.S. Department of Commerce, Survey of Current Business, February, April, and November, yearly;
Report of the State Auditor, yearly
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Year
2000
2001
2002
2003
2004

Georgia

United States

Georgia

SELECTED AGRICULTURAL DATA
Cash Receipts by Selected Commodities and Payments from Government

For Georgia 2000-2004
(In Thousands of Dollars)

Livestock & Poultry Government Total Receipts and
Crops Dairy Products & Eggs Payments Payments
1,924,262 663,067 2,444,004 380,057 5,411,390
1,771,529 703,488 2,835,608 427,261 5,737,886
1,581,896 563,898 2,328,138 658,101 5,132,033
2,152,529 644,457 2,579,425 552,617 5,929,028
2,036,173 778,881 3,291,971 280,917 6,387,942
Source: Georgia Agricultural Statistics Service, Georgia Agricultural Facts, 2005
Farm Cash Receipts
Georgia and United States, 2004
(In Millions of Dollars)
Total All Total Livestock Meat Dairy  Poultry Miscellaneous  Government
Receipts & Dairy Animals Products and Eggs Livestock Payments
$ 6,388 $ 779 $ 481 $§ 236 $ 3,292 $ 61 $§ 281
241,200 123,500 62,200 27,400 29,500 4,400 13,300
CROPS
Food Vegetables Fruits All Other
Total Grains Feed Crops Cotton Tobacco Oil Crops & Melons and Nuts Crops
$ 2,036 $ 31 $§ 100 $ 487 $ 86 § 393 $ 455 § 146 $ 338
117,800 9,100 28,200 5,400 1,500 19,800 17,300 15,500 21,000

United States

Sources: U.S. Department of Agriculture, Economic Research Service, Georgia Agricultural Statistics Service,
Georgia Agricultural Facts, 2005

EARNINGS BY MAJOR INDUSTRY: 2005 Annual Average

Georgia
Alabama
Florida

North Carolina
South Carolina

Tennessee
Southeast
United States

(Billions of Dollars Seasonally Adjusted Annual Rate)

Construction  Manufacturing Trade Services Government

$14 $27 $32 $113 $39

6 17 12 39 20

34 25 56 226 66

13 34 26 89 39

6 16 11 36 18

9 26 20 74 21

118 213 217 824 322

518 1,025 954 4,014 1,305
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CONTINUING DISCLOSURE CERTIFICATE

This Continuing Disclosure Certificate (this “Disclosure Certificate™) is executed and delivered by the State of
Georgia (the “Issuer”) in connection with the issuance of $46,520,000 aggregate principal amount of State of Georgia General
Obligation Bonds, 2006F and $532,245,000 aggregate principal amount of State of Georgia General Obligation Bonds,
2006G. The Bonds are being issued pursuant to resolutions adopted by the Georgia State Financing and Investment
Commission on September _, 2006 (the “Bond Resolutions”). The Issuer hereby covenants and agrees as follows:

Section 1. Purpose of the Disclosure Certificate. This Disclosure Certificate is being executed and delivered by
the Issuer for benefit of the Beneficial Owners of the Bonds and in order to assist the Participating Underwriters (as
hereinafter defined) in complying with the Rule (as hereinafter defined).

Section 2. Definitions. In addition to the definitions set forth in the Bond Resolutions, which apply to any
capitalized term used in this Disclosure Certificate unless otherwise defined in this Section, the following capitalized terms
shall have the following meanings:

“Annual Report” shall mean any Annual Report provided by the Issuer pursuant to the Rule and this
Disclosure Certificate.

“Beneficial Owner” shall mean any person who (a) has the power, directly or indirectly, to vote or
consent with respect to, or to dispose of ownership of, any Bonds (including persons holding Bonds
through nominees, depositories, or other intermediaries) or (b) is treated as the owner of any Bonds for
federal income tax purposes.

“Dissemination Agent” shall mean any Dissemination Agent designated in writing by the Issuer and
which has filed with the Issuer a written acceptance of such designation.

“Effective Date” shall mean the date of original issuance and delivery of the Bonds.

“Fiscal Year” shall mean any period of twelve consecutive months adopted by the Issuer as its fiscal
year for financial reporting purposes and shall initially mean the period beginning on October 1 of
each calendar year and ending on June 30 of the next calendar year.

“Issuer” shall mean the State of Georgia acting by and through the Georgia State Financing and
Investment Commission.

“Listed Events” shall mean any of the events listed in Section 6 (a) of this Disclosure Certificate.

“MSRB” shall mean the Municipal Securities Rulemaking Board, or any successor thereto. Currently,
MSRB’s address is:

MSRB

1900 Duke Street
Suite 600

Alexandria, VA 22314
Attn: Disclosure

“National Repository” shall mean any Nationally Recognized Municipal Securities Information
Repository for purposes of the Rule, as reflected on the website of the United States Securities and
Exchange Commission at www.sec.gov. Currently, the following are National Repositories:



Bloomberg Municipal Repository
100 Business Park Drive
Skillman, N.J. 08558
Telephone: (609) 279-3225

Fax: (609) 279-5962

E-mail: Munis@Bloomberg.com

FT Interactive Data

Attn: NRMSIR

100 William Street, 15™ Floor

New York, NY 10038

Telephone: (212) 771-6999

Fax: (212) 771-7390

E-mail: NRMSIR@interactivedata.com

Standard & Poor’s Securities Evaluations, Inc.
55 Water Street — 45" Floor

New York, NY 10041

Telephone: (212) 438-4595

Fax: (212) 438-3975

E-mail: nrmsir_repository@sandp.com

DPC Data Inc.

One Executive Drive

Fort Lee, N.J. 07024
Telephone: (201) 346-0701
Fax: (201) 947-0107

E-mail: nrmsir@dpcdata.com

“Official Statement” shall mean the Official Statement of the Issuer dated September _, 2006 with
respect to the 2006F and 2006G Bonds.

“Participating Underwriter” shall mean any of the original underwriters of the Bonds required to
comply with the Rule in connection with the offering of the Bonds.

“Repository” shall mean each National Repository and each State Repository.

“Rule” shall mean Rule 15¢2-12(b) (5) adopted by the Securities and Exchange Commission under the
Securities Exchange Act of 1934, as the same may be amended from time to time.

“State Repository” shall mean any public or private repository or entity designated by the State of
Georgia as a state repository for the purpose of the Rule. As of the date of this Disclosure Certificate,
there is no State Repository.

Section 3. Actions of the Issuer. The Secretary of the Georgia State Financing and Investment Commission (or his
authorized designee) shall be the individual person authorized to be responsible for taking all actions described in this
Disclosure Certificate.

Section 4. Provision of Annual Reports.

(a) Not later than one year after the end of each Fiscal Year, commencing in Fiscal Year 2007, with
respect to the Annual Report for Fiscal Year 2006, the Issuer shall provide to each Repository an Annual Report which is
consistent with the requirements of Section 5 of this Disclosure Certificate. In each case, the Annual Report may be
submitted as a single document or as separate documents comprising a package, and may cross-reference other information as
provided in Section 5 of this Disclosure Certificate. Notwithstanding the foregoing, the audited financial statements of the
Issuer may be submitted separately from the balance of the Annual Report when such audited financial statements are
available. If the audit report specified in Section 5(a) hereof is not submitted as part of the Annual Report to each Repository
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pursuant to this Section 4(a), the Issuer shall provide to each Repository such audit report, together with the audited general
purpose financial statements to which such audit report relates, when they are available to the Issuer.

(b) The Issuer shall also:

(1) determine each year prior to the date for providing the Annual Report the name and
address of each National Repository and the State Repository, if any; and

) if the Annual Report is not filed with the Repositories by the date required in subsection
(a), send a notice to each National Repository or the MSRB and the State Repository in substantially the form attached as
Exhibit A.

() The Issuer shall promptly file a notice of any change in its Fiscal Year with each National
Repository or the MSRB and the State Repository.

(d) To the extent Issuer filings or notices are required to be made to any Repository under this
Disclosure Certificate, the Issuer reserves the right to use www.DisclosureUSA.org currently maintained by the Municipal
Advisory Council of Texas, or any similar system that is acceptable to the Securities and Exchange Commission.

Section 5. Contents of Annual Reports. The Issuer’s Annual Report shall contain or incorporate by reference the
following:

(a) the Issuer’s basic financial statements for the preceding Fiscal Year, which shall be prepared in
accordance with generally accepted accounting principles, as in effect from time to time (except for (i) departures from
generally accepted accounting principles disclosed in the audit report dated December 23, 2005, relating to the Issuer’s basic
financial statements as of and for the year ended June 30, 2005, and (ii) any departures from generally accepted accounting
principles that result in the Issuer’s inability to conform to future changes in generally accepted accounting principles), and
which shall be accompanied by an audit report, if available at the time of submission of the Annual Report to each Repository
pursuant to Section 4(a) hereof, resulting from an audit conducted by (1) the State of Georgia Department of Audits and
Accounts or (2) an independent certified public accountant or firm of independent certified public accountants, in conformity
with generally accepted auditing standards (except for departures from generally accepted auditing standards disclosed from
time to time in the audit report);

(b) if generally accepted accounting principles have changed since the last Annual Report was
submitted pursuant to Section 4(a) hereof and if such changes are material to the Issuer, a narrative explanation describing the
impact of such changes on the Issuer; and

(c) information for the preceding Fiscal Year regarding the following categories of financial
information and operating data of the Issuer: (1) authorized indebtedness, (2) state treasury receipts and legal debt margin,
(3) assessed valuation, (4) revenue shortfall reserve, (5) state revenues, (6) analysis of general fund receipts, (7) summary of
appropriation allotments, (8) monthly cash investments representing treasury receipts, and (9) purchases for cancellation of
general obligation debt and guaranteed revenue debt.

Any or all of the items listed above may be incorporated by reference from other documents, including official
statements of debt issues with respect to which the Issuer is an “obligated person” (as defined by the Rule), which have been
submitted to each of the Repositories or the Securities and Exchange Commission. If the document incorporated by reference

is a final official statement, it must be available from the MSRB. The Issuer shall clearly identify each such other document
so incorporated by reference.

Section 6. Reporting of Significant Events.
(a) This Section 6 shall govern the giving of notices of the occurrence of any of the following events:
€)) Principal and interest payment delinquencies.

2) Non-payment related defaults.
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3) Unscheduled draws on debt service reserves reflecting financial difficulties.

4 Unscheduled draws on credit enhancements reflecting financial difficulties.
6) Substitution of credit or liquidity providers, or their failure to perform.
(6) Adverse tax opinions or events affecting the tax-exempt status of the Bonds.

@) Modifications to rights of Bondholders.

) Bond calls.

) Defeasances.

(10) Release, substitution, or sale of property securing repayment of the Bonds.
(1D Rating changes.

(b) Whenever the Issuer obtains knowledge of the occurrence of a Listed Event, the Issuer shall, as
soon as possible, determine if such event would be material under applicable federal securities laws.

() If the Issuer determines that knowledge of the occurrence of a Listed Event would be material
under applicable federal securities laws, the Issuer shall promptly file a notice of such occurrence with each National
Repository or the MSRB and the State Repository. Notice of Listed Events described in subsections (a)(8) and (9) shall be
disseminated automatically and need not be given under this subsection any earlier than the notice (if any) of the underlying
event is given to the Beneficial Owners of affected Bonds pursuant to the Bond Resolution.

Section 7. Termination of Reporting Obligation. The Issuer’s obligations under this Disclosure Certificate shall
terminate upon the legal defeasance, prior redemption, or payment in full of all of the Bonds. If such termination occurs prior
to the final maturity of the Bonds, the Issuer shall give notice of such termination in the same manner as for a Listed Event
under Section 6(c).

Section 8. Dissemination Agent. The Issuer may, from time to time, appoint a dissemination agent to assist it in
carrying out its obligations under this Disclosure Certificate, and the Issuer may, from time to time, discharge the
dissemination agent, with or without appointing a successor dissemination agent. If at any time there is not a designated
dissemination agent, the Issuer shall be the dissemination agent.

Section 9. Amendment; Waiver. Notwithstanding any other provision of this Disclosure Certificate, the Issuer
may amend this Disclosure Certificate, and any provision of this Disclosure Certificate may be waived, if:

(a) such amendment or waiver is made in connection with a change in circumstances that arises from a
change in legal requirements, change in law, or change in the identity, nature, or status of the obligor on the Bonds, or type of
business conducted by such obligor;

(b) such amendment or waiver does not materially impair the interests of the Beneficial Owners, as
determined either by an unqualified opinion of nationally recognized bond counsel filed with the Issuer or by the approving
vote of the registered owners owning more than two-thirds in aggregate principal amount of the Bonds outstanding at the time
of such amendment or waiver; and

() such amendment or waiver is supported by an opinion of counsel expert in federal securities laws,
to the effect that such amendment or waiver would not, in and of itself, cause the undertakings herein to violate the Rule if
such amendment or waiver had been effective on the date hereof but taking into account any subsequent change in or official
interpretation of the Rule, as well as any change in circumstances.

If any provision of Section 5 hereof is amended or waived, the first Annual Report containing any amended, or

omitting any waived, operating data or financial information shall explain, in narrative form, the reasons for the amendment or
waiver and the impact of the change in the type of operating data or financial information being provided.
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If the provisions of Section 5 hereof specifying the accounting principles to be followed in preparing the Issuer’s
financial statements are amended or waived, the Annual Report for the year in which the change is made shall present a
comparison between the financial statements or information prepared on the basis of the new accounting principles and those
prepared on the basis of the former accounting principles. The comparison shall include a qualitative discussion of the
differences in the accounting principles and the impact of the change in the accounting principles on the presentation of the
financial information, in order to provide information to the Beneficial Owners to enable them to evaluate the ability of the
Issuer to meet its obligations. To the extent reasonably feasible, the comparison shall also be quantitative. The Issuer shall
file a notice of the change in the accounting principles in the same manner as for a Listed Event under Section 6(c) on or
before the effective date of any such amendment or waiver.

Section 10. Additional Information. Nothing in this Disclosure Certificate shall be deemed to prevent the Issuer
from disseminating any other information, using the means of dissemination set forth in this Disclosure Certificate or any
other means of communication, or including any other information in any Annual Report or notice of occurrence of a Listed
Event, in addition to that which is required by this Disclosure Certificate. If the Issuer chooses to include any information in
any Annual Report or notice of occurrence of a Listed Event, in addition to that which is specifically required by this
Disclosure Certificate, the Issuer shall have no obligation under this Disclosure Certificate to update such information or
include it in any future Annual Report or notice of occurrence of a Listed Event.

Section 11. Default. In the event of a failure of the Issuer to comply with any provision of this Disclosure
Certificate, any Beneficial Owner may take such actions as may be necessary or appropriate, including seeking mandamus or
specific performance by court order, to cause the Issuer to comply with its obligations under this Disclosure Certificate. A
default under this Disclosure Certificate shall not be deemed a “default” or an “event of default” under the Bond Resolutions,
and the sole remedy under this Disclosure Certificate in the event of any failure of the Issuer to comply with this Disclosure
Certificate shall be an action to compel performance. The cost to the Issuer of performing its obligations under the provisions
hereof shall be paid solely from funds lawfully available for such purpose. Nothing contained in the Bond Resolutions or in
this Disclosure Certificate shall obligate the levy of any tax for the Issuer’s obligations set forth herein.

Section 12. Beneficiaries. This Disclosure Certificate shall inure solely to the benefit of the Issuer, the
Participating Underwriters, and the Beneficial Owners from time to time of the Bonds, and shall create no rights in any other
person or entity.

Section 13. Intermediaries; Expenses. The Dissemination Agent appointed hereunder, if any, is hereby authorized
to employ intermediaries to carry out its obligations hereunder. The Dissemination Agent shall be reimbursed immediately
for all such expenses and any other reasonable expense incurred hereunder (including, but not limited to, attorney’s fees).

Section 14. Counterparts. This Disclosure Certificate may be executed in several counterparts, each of which shall
be an original and all of which shall constitute but one and the same instrument.

Section 15. Governing Law. This Disclosure Certificate shall be governed by and construed in accordance with the
laws of the State of Georgia, excluding choice of law provisions.

Section 16. Severability. In case any one or more of the provisions of this Disclosure Certificate shall for any
reason be held to be illegal or invalid, such illegality or invalidity shall not affect any other provision of this Disclosure
Certificate, but this Disclosure Certificate shall be construed and enforced as if such illegal or invalid provision had not been
contained herein.
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This Continuing Disclosure Certificate is hereby executed and delivered by a duly authorized official of the Issuer, to
be effective as of the Effective Date.

STATE OF GEORGIA

By:

RUSSELL W. HINTON
Secretary, Georgia State Financing
and Investment Commission
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EXHIBIT A

NOTICE OF FAILURE TO FILE ANNUAL REPORT

Name of Issuer:

Name of Bond Issue:

Date of Issuance:

NOTICE IS HEREBY GIVEN that the Issuer has not provided an Annual Report with respect to the above-
mentioned Bonds as required by Section of the resolution adopted by the Georgia State Financing and Investment
Commission on . The Issuer anticipates that the Annual Report will be filed by

This notice is based on the best information available at the time of dissemination. Any questions regarding this
notice should be directed to

Dated:

STATE OF GEORGIA

By:

Title:

D-7
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King & Spalding LLP

1180 Peachtree Street
Atlanta, Georgia 30309-3521
Main: 404/572-4600

Fax: 404/572-5100

October _, 2006

Georgia State Financing and
Investment Commission
State Capitol

Atlanta, Georgia

Re: $46,520,000 State of Georgia General Obligation Bonds, 2006F
Gentlemen:

We have examined a certified copy of the resolution of the Georgia State Financing and
Investment Commission (the “Commission”) authorizing the issuance of $46,520,000 State of
Georgia General Obligation Bonds, 2006F (the “Bonds™), a certified copy of the validation
proceedings in the Superior Court of Fulton County, Georgia, pertaining to the Bonds, the
Constitution and laws of the State of Georgia and other documents relating to the Bonds. The Bonds
are issued in book-entry only form as fully registered bonds in the denomination of $5,000 each, or
any integral multiple thereof, are transferable to subsequent owners as therein provided, are dated
October 1, 2006, bear interest from such date at the rate per annum set forth below opposite each
principal maturity, all interest payable semiannually on the first days of April and October in each
year, commencing April 1, 2007, and mature on the first day of October in the years and principal
amounts, as follows:

Year Amount Rate
2007 $8,500,000
2008 8,890,000
2009 9,290,000
2010 9,700,000
2011 10,140,000

and said Bonds recite that same and are being issued to finance various public purposes.

The Bonds are subject to redemption prior to maturity as more fully set forth in the
Commission resolution.

In rendering our opinion that the interest on the Bonds is, as of the date of this opinion, not
includable in the gross income of the owners of the Bonds for federal income tax purposes, we have
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October _, 2006
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(a) relied as to questions of fact material to our opinion upon representations of the Commission
(including representations as to the use and investment of proceeds of the Bonds and the nature and
use of the facilities being financed thereby) without undertaking to verify the same by independent
investigation, and (b) assumed continued compliance by the Commission with its covenants relating
to the use of the proceeds of the Bonds and compliance with the arbitrage requirements contained in
Section 148 of the Internal Revenue Code of 1986, as amended (the “Code”). The inaccuracy of any
such representations or the non-compliance with any of such covenants may cause interest on the
Bonds to become includable in the gross income of the recipients thereof for federal income tax
purposes retroactive to the date of issuance of the Bonds.

Based upon the foregoing, we are of the opinion that, under existing law:

(1) The Bonds have been lawfully issued under the Constitution and laws of the
State of Georgia, including specifically, Article VII, Section I'V of the Constitution of
the State of Georgia and an Act of the General Assembly of the State of Georgia
known as the “Georgia State Financing and Investment Commission Act” (Georgia
Laws 1973, page 750, et seq., as amended), and constitute legally binding and valid
general obligations of the State of Georgia in accordance with their terms.

(2) Under the Constitution of the State of Georgia, the General Assembly of the
State is required to raise by taxation and to appropriate to a special trust fund
designated “State of Georgia General Obligation Debt Sinking Fund” in each fiscal
year such amounts as are necessary to pay the debt service requirements in such fiscal
year on all general obligation bonds issued pursuant to the Constitution. The
Constitution also provides that if for any reason the monies in the Sinking Fund are
insufficient to make, when due, all payments required with respect to general
obligation bonds, the first revenues thereafter received in the general fund of the State
shall be set aside to the extent necessary to cure the deficiency and deposited into the
Sinking Fund; provided, however, the obligation to make such Sinking Fund deposits
shall be subordinate to the obligation imposed upon the fiscal officers of the State
pursuant to the provisions of Article VII, Section IV, Paragraph III of the Constitution
with respect to contracts of the State securing outstanding obligations of various State
authorities. The Constitution now provides that the State and all State institutions,
departments and agencies of the State are prohibited from entering into any contract
(except contracts pertaining to guaranteed revenue debt) intended to secure any bonds
or other obligations of any public agency, public corporation, authority or similar
entity.

3) The full faith, credit and taxing power of the State of Georgia are pledged to
the payment of the principal of and interest on the Bonds.

(4) The interest on the Bonds is exempt from present State of Georgia income
taxation.
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equity.

(5) Assuming the accuracy of the factual representations made by the Commission
and the continued compliance by the Commission with its covenants regarding federal
tax law, the interest on the Bonds (including any original issue discount properly
allocable to an owner thereof) is, under the provisions of the Code as presently con-
strued, not includable in the gross income of the registered owners of the Bonds for
federal income tax purposes and is not a specific preference item for purposes of the
corporate or individual alternative minimum taxes; provided, however, that for
purposes of computing the alternative minimum tax imposed on corporations (as
defined for federal income tax purposes), such interest is taken into account in
determining adjusted current earnings. We express no opinion regarding other federal
income tax consequences caused by the receipt or accrual of interest on the Bonds.

It is to be understood that the rights of the owners of the Bonds and the enforceability of the
Bonds may be limited by bankruptcy, insolvency, reorganization, moratorium and other similar laws
affecting creditor’s rights generally and by equitable principles whether considered at law or in

We express no opinion herein regarding the accuracy, adequacy, or completeness of the

Official Statement, dated September _, 2006, relating to the Bonds.

This opinion is given as of the date hereof and we assume no obligation to update or
supplement this opinion to reflect any facts or circumstances that may hereafter come to our

attention or any changes in law that may hereafter occur.

Very truly yours,
KING & SPALDING LLP

By:

A Partner
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King & Spalding LLP

1180 Peachtree Street
Atlanta, Georgia 30309-3521
Main: 404/572-4600

Fax: 404/572-5100

October _, 2006

Georgia State Financing and
Investment Commission
State Capitol

Atlanta, Georgia

Re: $532,245,000 State of Georgia General Obligation Bonds, 2006G
Gentlemen:

We have examined a certified copy of the resolution of the Georgia State Financing and
Investment Commission (the “Commission”) authorizing the issuance of $532,245,000 State of
Georgia General Obligation Bonds, 2006G (the “Bonds”), a certified copy of the validation
proceedings in the Superior Court of Fulton County, Georgia, pertaining to the Bonds, the
Constitution and laws of the State of Georgia and other documents relating to the Bonds. The Bonds
are issued in book-entry only form as fully registered Bonds in the denomination of $5,000 each, or
any integral multiple thereof, are transferable to subsequent owners as therein provided, are dated
October 1, 2006, bear interest from such date at the rate per annum set forth below opposite each
principal maturity, all interest payable semiannually on the first days of April and October in each
year, commencing April 1, 2007 and mature on the first day of October in the years and principal
amounts, as follows:

Year Amount Rate Year Amount Rate
2007 $15,260,000 2017 $26,070,000
2008 16,100,000 2018 27,510,000
2009 16,990,000 2019 29,020,000
2010 17,920,000 2020 30,620,000
2011 18,910,000 2021 32,300,000
2012 19,950,000 2022 34,080,000
2013 21,050,000 2023 35,950,000
2014 22,200,000 2024 37,930,000
2015 23,430,000 2025 40,020,000
2016 24,710,000 2026 42,225,000

and said Bonds recite that same and are being issued to finance various public purposes.
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The Bonds are subject to redemption prior to maturity as more fully set forth in the
Commission resolution.

In rendering our opinion that the interest on the Bonds is, as of the date of this opinion, not
includable in the gross income of the owners of the Bonds for federal income tax purposes, we have
(a) relied as to questions of fact material to our opinion upon representations of the Commission
(including representations as to the use and investment of proceeds of the Bonds and the nature and
use of the facilities being financed thereby) without undertaking to verify the same by independent
investigation, and (b) assumed continued compliance by the Commission with its covenants relating
to the use of the proceeds of the Bonds and compliance with the arbitrage requirements contained in
Section 148 of the Internal Revenue Code of 1986, as amended (the “Code’). The inaccuracy of any
such representations or the non-compliance with any of such covenants may cause interest on the
Bonds to become includable in the gross income of the recipients thereof for federal income tax
purposes retroactive to the date of issuance of the Bonds.

Based upon the foregoing, we are of the opinion that, under existing law:

(1) The Bonds have been lawfully issued under the Constitution and laws of the
State of Georgia, including specifically, Article VII, Section IV of the Constitution of
the State of Georgia and an Act of the General Assembly of the State of Georgia
known as the “Georgia State Financing and Investment Commission Act” (Georgia
Laws 1973, page 750, et seq., as amended), and constitute legally binding and valid
general obligations of the State of Georgia in accordance with their terms.

(2) Under the Constitution of the State of Georgia, the General Assembly of the
State is required to raise by taxation and to appropriate to a special trust fund
designated “State of Georgia General Obligation Debt Sinking Fund” in each fiscal
year such amounts as are necessary to pay the debt service requirements in such fiscal
year on all general obligation bonds issued pursuant to the Constitution. The
Constitution also provides that if for any reason the monies in the Sinking Fund are
insufficient to make, when due, all payments required with respect to general
obligation bonds, the first revenues thereafter received in the general fund of the State
shall be set aside to the extent necessary to cure the deficiency and deposited into the
Sinking Fund; provided, however, the obligation to make such Sinking Fund deposits
shall be subordinate to the obligation imposed upon the fiscal officers of the State
pursuant to the provisions of Article VII, Section IV, Paragraph III of the Constitution
with respect to contracts of the State securing outstanding obligations of various State
authorities. The Constitution now provides that the State and all State institutions,
departments and agencies of the State are prohibited from entering into any contract
(except contracts pertaining to guaranteed revenue debt) intended to secure any bonds
or other obligations of any public agency, public corporation, authority or similar
entity.
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equity.

3) The full faith, credit and taxing power of the State of Georgia are pledged to the
payment of the principal of and interest on the Bonds.

(4) The interest on the Bonds is exempt from present State of Georgia income
taxation.

(%) Assuming the accuracy of the factual representations made by the Commission
and the continued compliance by the Commission with its covenants regarding federal
tax law, the interest on the Bonds (including any original issue discount properly
allocable to an owner thereof) is, under the provisions of the Code as presently con-
strued, not includable in the gross income of the registered owners of the Bonds for
federal income tax purposes and is not a specific preference item for purposes of the
corporate or individual alternative minimum taxes; provided, however, that for
purposes of computing the alternative minimum tax imposed on corporations (as
defined for federal income tax purposes), such interest is taken into account in
determining adjusted current earnings. We express no opinion regarding other federal
income tax consequences caused by the receipt or accrual of interest on the Bonds.

It is to be understood that the rights of the owners of the Bonds and the enforceability of the
Bonds may be limited by bankruptcy, insolvency, reorganization, moratorium and other similar laws
affecting creditor’s rights generally and by equitable principles whether considered at law or in

We express no opinion herein regarding the accuracy, adequacy, or completeness of the
Official Statement, dated September __, 2006, relating to the Bonds. Further, we express no opinion
regarding tax consequences arising with respect to the Bonds other than as expressly set forth herein.

This opinion is given as of the date hereof and we assume no obligation to update or
supplement this opinion to reflect any facts or circumstances that may hereafter come to our

attention or any changes in law that may hereafter occur.

Very truly yours,

KING & SPALDING LLP

A Partner
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